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preface to the third edition 

Ix its thii-d edition, this book has been revised through- 
out, partly rewritten, and considerably enlarged. The 
stati.stics and otber illustrative data have been brought 
douui to date, and discussions have been introduced of 
some of the more important of the fiscal questions which 
have come into prommenee since the first edition was 
written. 

By using the book with bis classes in Public Finance 
at the University of California, the author discovered 
many points in ivhicb be thought it might be improved. 
He has, also, gratefully adopted many suggestions kindly 
offered liy his colleagues who have used the book in other 
colleges and universities. During the period that has 
elapsed since the publication of the first edition, the 
author ha.s liad much experience at first hand with the 
actual administration of public fiscal affairs. This expe- 
^ rience was gained both in his home State, California, 
and in the Philippines. This intimate eoifiact with 
taxation in the doing and in the making has, on the one 
hand, modified the author’s views, and on the other 
hand should have aided him in his endeavor to make 
the book more useful to officers concerned with taxation 
and to legislators and their advisers. 
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PREFACE rO THE TJilRD ED/T/OS 


In addition to the general reTision outlined above, tli 
following items may be specifically nunitioneil ; the dti; 
nitions and explanations intended to aid the beginne 
have been sharpened and clarified, and many new ..m-i 
have been added ; more space is given to Freucli tuxa 
tion ; the eliapter dealing with the American gtmera; 
property tax has been entirely rewritten from a. lun’t 
point of view and very much enlarged; the desr-rijdion 
of that “great engine of the revenue,” the llritish income 
tax, has been revised, primarily with a view to mukijig 
it more easily understood by American readers; Ibnirv 
George’s “single tax,” although still disap, proved, is 
much more sympathetically treated; appendices have 
been added to two of the chapters, giving an outline of 
the valuable work done by the United States Census 
Imreau on the classification of public exjiemlitures and 
of public revenues; and inasmuch as the first edition 
seems to have found quite as many readers in Kmriami 
as in America, the effort has been made in Urn seksdion 
of new material to choose those things which may be of 
equal interest in botli countries. 

LucEiiNE, SWITZISKLANX), August, liKiiK 



PEEFACE TO THE FIEST EDITION 

Ims Introdiietion to Public Piuaiiee is intended to be 
an elerneutary text-book. It contains a simple outline 
of tliase things which are necessary to prepare the stu- 
dent for independent researc-h; a brief discussion of the 
leaning principles that are generally accepted; a state- 
ment of unsettled principles with the grounds for con- 
tro\e.rsy; and sufficient references to easily accessible 
works and sources to enable the student to form some 
opinion for himself. The references that are giweu are 
nut .so much for the purpose of sustaining tlie author’s 
statements, which any advanced student or teacher can 
easily trace to their sources, as to enable the beginner to 
add to his information on points that are of necessity 
briefly treated here. 

botli the American and the English, systems of taxa- 
tion are badly in need of reform. Public opinion is 
gradually awakening to this need. Financial questions 
are widely discussed. There can be no doubt that the 
most pressing reforms of the close of the nineteenth 
century are ta.x reforms. The rapid extension of goverii- 
meiital functions — the invasion by the government of 
fields of activity that lie near to the welfare of the people 
has given rise to great interest in the financial side of 
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these activities. It is hoped that this work mn\ he 
fill ill the aecomplisliinent of these ndhrms. 

The Introduction to Pubiic Finaure e:ro 
gently studied by any person alremly fainiilar '.wtli the 
general principles of Politica] hlctuemiV. IV^ichiral 
details and wearisome tables of Ktaiisrirs Imve hr*?; 
avoided wherever possible. Abundaiit oderouc^'s to 
tistical compilations are, however, giM-n, so iliat smdi 
matters can be readily looked up if waufj^d. Tlu^ cuuu-. 
tries whose financial systems have bemi ohieily usi»fl 
illustrate principles are England, Gerrnuiiy. France, ami 
the United Statesj other countries have been drawii 
upon only for particularly pertinent exaiiijhvs. A brief 
but complete history of the financial ]>ra<*riees rd; iho 
four countries named has been given. The countries 
most extensively studied are EnglaiHl and the Unit^Mi 
States. Although the book has been written from tlic 
point of view of an Amenctin, the autlmr ventures tin* 
hope that it may not prove tlie less useful to English 
students. 

^ CAKL C. PLEHN. 

BBEKBLEy, Cal., August, WJG. 
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INTRODUCTION TO PtfBUC FINANCE 


INTRODUCTION 

Section 1. Public finance deals with the way 
in which the State acquires and expends its means 
of subsistence. It stands in somewhat the same 
relation to the State that economics stands to the 
individual. If economies were defined as the science 
wlucli deals with the activity of the practical reason 
in acquiring and applying those things that are pro- 
vided in conqjaratively limited quantities, for the 
satistaction of the external and temporal wants of 
man, then, adapting our definition to somewhat the 
same terminology, public finance would be de- 
fined as the science w'hich deals with the 
activity of the statesman in obtaining and 
applying the material means necessary for fulfilling 
the proper fiuietions of the State.i 

1 When used by itself, without a modifying adjective, the term 
liimnce ” often has a broad meaning, and may cover not only the 
voceijiis .and expenditures of governments, but also matters relating 
to the capital, income, and expenses of corporations, associationst 
iiartiuntdiips. and even of individuals. By metonymy it is applied 
also to the forms wliich the several items just named may take, 
and to the business transactions through which they may pass. 

8 1 
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Properly 
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sdence. 


admits of the application of scientilic nietlir«ls of in- 

Thus it includes money, notes, bonds, stocks, etc., and traiisaeiioijs 
therein, together; with all the forms and iiiclhiids of Imnking. in 
common usage, “to finance” a transaction, whclimr conducted 
by the government, by an a8.sooiafion, or by an individiia!, is to 
provide the “funds,” which may Uike the form of ta.'m.s, n’miioy, 
evidences of indebtedness, or records of invostineut. for the fni'thcr- 
ance of the transaction. Thus Clevoiand'.s book on the Fn}„h 
and Their Uses covers matters that are in tl!i.s sense “ tinanci.i!.’- 
To guard against ambiguity, it is ciisiomary to designate emdi of 
these various uses by some appropriate adjective. Tims we have 
“corporation” finance, “trust” finance, ‘-pnv.-ite'’ finance, 
‘public” fmance, and many otlmr kinds of finance. Wiien used 
without modification, as in Hoiles’ book oti .tincricun .Finamauanii 
in his Financial Ilistm-y of the United states, or by Dewey "in a 
book with the same title, it covera public receipts, expenditures' 
and indebtedness, and also money and banking, in so far .a.s 
these have been the subject of governmental concmai and foniml 
action. Yet, on the otlier hand, Adams’ Science of Finance deals 
exclusively with matters relating to public finanee.' 

Of the two adjectives relating to our subject, “fmancta!” and 
“ fiscal,” the former has all the ambiguity tliat is found in tin- 
noun from which it is derived, while the usage of the latter is 
purer. The adjective “ fiscal ” usually means, relating to public 
finance, to the ^chequer, or to the public treasury. The noun 
■ fiscal IS not in common usage in English, althongli it has some 
potion. It might be used to designate any officer who has to do 
with the final enforcement, by legal procedure, of the coilootion of 
the public revenues. In this sense it recalls the original meaning 
of j«nare, to payafinc. 'Hms in Spanish countries the “fiscal’^ 

attached to the treasury de- 
partment.| meaning of^the 
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Yestigatioii; (4) it foresees as well as explains a 
certain class of phenomena. That it is generally, if 
not universally, so regarded confirms this view. 
It is, liowevetv a secondary or dependent a aei^enHent 
science. It is closely related to two 
other larger sciences, upon which it properly depends. 
These are economics and political science. While, 
on the one hand, it draws largely upon the con- 
eliisions of these two sciences for its hypotheses, and 
for some of its principles, yet on the other it con- 
tributes much to them. Most of the proiiiinent 
German -writers on the subject regard public finance 
as a corporate part of econoniics, or at least of the 
older political economy.^ It is properly so regarded, 
because the activities of the State wliich belong to 
this field ai*e of sucli a nature as to consume -wealth, 
produce wealth, and to interfere with the distribu- 
tion of wealth. From political science, public finance 
has to borrow many conclusions as to the nature of 
the State, and as to the functions of government. 
A determination of what the proper functions of the 
State should be is no part of our subject, but be- 
longs wholly to political science.^ In general, it 

from the context ‘‘ fiscal ” is preferable to ‘‘financial.” Thus, it is 
^ customary in English to speak of the “fiscal year,” but never of 
the “ financial year,” \Yhen referring to public affairs. 

^ The modern conception of ecoiioinics as a science which has 
less to do with political and more with individual activities, would, 
perhaps, exclude public finance. 

2.For discussions of that part of the subject the reader is referred 
to Biuntschli’s TliPory of the State^ Wilson’s State^ Hoffniau'’s 
Sphere of the State^ and Crane and Moses’ Politics, 
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has been found best to assume that tlie functions 
now actually performed by any government are 
proper for that government, provided they are nut 
clearly contrary to some generally accept«I princi- 
ples of political science. We arc tlius relieved of t la* 
burden, assumed by many writers on the subjod, 
of attacking or defending the actions of different 
governments in matters the propriety of whicli is open 
to discussion; for example, the propriety of the contin- 
uance or assumption of State ownership of railroads, 
or the State monopoly of tobacco. All sucli matters 
will be treated purely from the fiscal point of view. 

Information concerning the facts with which the 
science of public finance deals can, in most instances, 
The. art of be definitely ascertained and the conclu- 

^ sharpness and 

lacking in many otherparts of 

political economy and political science. Tliere is 
consequently a strong temptation to create the cor- 
responding art of public finance. For xvhen any 
science becomes at all “exact,” it is easy and often 
desirable to point out possible direct applications 
,,of the truths learned. But although it is of the 

1 u inosymportance that statesmen should be guided 
; in them actions by correct principles, it is in no . 

ilT ^ientist, as such, to make the 

, application pf .thp laws ' he may learn. Scientific 
mvestigation should ^rqcede, and ever remain inde- 
pendent of, Wy ■|>o|sibIe iiise of the truths discovered 
In no other;|^y|^ab^%;ilie;search for truth for 

^ ^ ■ ' * ' ' ' ! ! I i I f ! ’ ! ^ M i 
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its own sake can we obtain absolute clearness of 
view.^ 

Sec. 2. Public finance, as <a science, is older than 
political economy. Indeed, it is not incorrect to say 

that it was the forerunner of both of the , 

Older than 

sciences to which it is now subordinate; political 
for the writings of the cameralists dealt 
more fully witli this part of the field ot political 
economy than with any other. Cameralistic science, 
or public finance as an art, and as the subject of 
conscious study, necessarily arose as soon as there 
was a distinct separation between the income of the 
Government, or the State as such, and the income of 
the Prince ; that is, as soon as any direct levy was 
made upon the wealth of the citizens, or any prop- 
erty was administered, to secure a revenue for an ac- 
knowledged public purpose broader than the mere 
support of the Prince’s household. The demand 
for officials properly trained to administer the vast 
princely and public revenues which flowed into the 
public coffers led to extensive studies in just this 
line; and llieu the investigation into the origin and 
cauvses of the wealth of nations, as the foundation 

4 1 This must he regarded as the author’s ideal aud aim. But he 

found himself, even in writing the first edition, unable to live up 
to that ideal, in every instance, and occasionally entered the field of 
criticism, and advocated some reforms. Tiiis edition is still 
further ‘‘marred,’' or “enriched,” whichever way the reader 
may regard it, by new excursions into the “ art of public finance.” 
On account of the strength of his convictions the temptation to voice 
tluun has been too powerful to be resisted. 

♦ 
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and source of public revenues, was t!io step wliieli 
led to the birth of the greater Bcienee of oeoiioiiiies. 

The writers on the cameralist ie sedenee (wliiolu 

because it at first embraced but little more tba,n the 

matter now included in public iinaiu*e, may be 

properly claimed as ■ that science under arifuleu' 

name) were stronger in (Jermany tlnin els«n\‘iierm^ 

On this account the science has always had a 

stronger hold lliero than in Franca or EiiglamL In 

Only parts of those countries the lead vf the Physio- 

the subject cratic doctrine, tlie powerful inliiieiice of 
treatedhy 

English' Adam Smith, aiuh after Ids lime, the 

writers. intensity and rapidity of industrial de- 

velopment, directed tlie attention of students in such 
fields to the more general and int»re absm‘l)ing ques- 
tions. Although Adam Hmbh liimsalf th^votes i>ne 
book to the discussion of finance, ami other writers 
of note give it passing attention, it was extremely 
slow in obtaining recognition as an independent 
science. The predominance in bcdli England and 
France of a theory of State wliieh minimised the 
importance of government action may account in 
part for this neglect. The one portion of the sub- 
ject that did receive general attention — iionudy, 
taxation --r- dealt with an activity that was admittedly 
necessary. ' ^ But pther fields, like that of expenditure, 
were- ^comparatively neglected. The tendency of 
Etiglteh eoonomist$ to underrate the importance of a 

see Boseter, OrnmUite der Wmion&l 
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study of consumption, except so, far as it led to new 
production, prevented them from seeing anything 
wortli studying ill State expenditure beyond, possiblyi 
its effect on new revenues. Hence it is that while 
Germany piled treatise on treatise, all deep, schoh 
aiiy, and broad, covering the whole subject of public 
finaiiee, we had to wait until 1892 for a systematic 
treatment of the whole field in the English language, 
and we stiir await such a one in Ifreiiclid It must 
not be understood that portions of the subject were 
not investigated in those countries. There are, on 
the contrary, many important works on the various 
parts of the science. But what was entirely lacking 
until the appearance of Bastable’s Public Blnance, in 
1892, was an attempt to systematise the whole 
subject. 

Ifinancial problems are becoming more important, 
because the functions of governnient which depend 
oil them have grown in importance and 
number. Our industrial, commercial, and gmmth of 
social organisation has become more 
and more complex, and it hence requires better and 
more elTeetive governmental organisation to keep it 
running smoothly. The more irnpiortaiit it becomes 
to perfect governmental organisation, the more do 
questions affecting the supply and application of its 
material support rise into prominence. Whether 
we regard the constant exi)ansion of the State’s 

3- Leroy-Beaulieu, however, covers all hut exi)enditure in a 
masterly manner. 
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activities with favour or disfavour, it is uqiiail 
important that the financial 2)robkuns arisintr fnij 
these activities should be solved. Conserjumiib 
Professor Bastable’s work has been followed bv i 
flood of special articles and by a nimiiH-r of notabb 
treabses. Especially prominent anion, i,-- sucdi pub. 
lications in the Englisli language are Professoi 
H. C. Adams’ Science of l^’inance, Professor If 
Daniels’ Elements of Public Finance, Professor I]. 
R. A. Sehgman’s various essays and intensive studies 
of intricate and important questions, and tJie transla- 
tions of Professor Cohn’s writings. During the 
past decade many governmental commissions liave 
made extensive investigations and have publislied 
their findings in able and instructive reporls.i 
Sec. 3. On account of the close relation existing 
between public finance and economics, most of the 
^e same discussions as to the proper method for 
«rrir^- bear wUh equal force upon the 

TJZmy the nature of the materials 

'^Woh public finance deals is such 
that 111 general the inductive method has a wider 
^:po«ible scope, and; the deductive a narrower field 
I itom^thedarger science. The liistorical and com- 
. pawtiTr method is most serviceable for ascertaining 
I ponditaons mnder which different kinds of taxa- ' 
: tion develop.,. The general effects of taxation, its 
I siting ^dutcideri(^,:the effect of expenditure and' 
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public debts, can be studied deductively. The de- 
ductions in this case are derived from the conclusions 
reached by tlie previous metliod, and from principles 
derived from political economy. Inasmuch as the 
purpose of the present book is merely to expound 
principles already determined by the science and to 
use the facts of financial practice rather as illustra- 
tion than as proof of the doctrines advanced, it will 
not be necessary to acquaint the reader, in each case, 
with the method used to ascertain the truths stated. 
In the main, therefore, we shall follow what has 
been aptly called the method of instruction, which 
is in a sense an inverted induction, in -which the 
principle is first stated and then sutlicieiit facts are 
adduced to show" that the principle is true. 

Sue. 4. The subject falls naturally into four- 
parts: (1) public expenditure, (2) public revenue^ 
(3) public debts, (4) financial adminis- Bmuon of 
tnitiou. Of these, public expenditure subject. 
and financial administration have, until recently, not 
been the subject of important wuirks in the English 
language, and, therefore, a few words in defence of 
their incorporation are necessary. Public expendi- 
ture is as much a part of public finance as consump- 
tion is of economics. While it belongs peculiarly to 
political science to determine wliat the lines of ex- 
penditure shall be, just as it belongs to ethics to 
teach the individual in wdiat direction he should use 
his w"ealth, yet, wlien the lines of expenditure have 
been determined, its form, amount, and effect belong 
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to public finance, just as the loriiu Jiinoiiiit, arici ellect 
of consumption belong to economies. Consumption, 
or the satisfaction of wants, is the end and aim of all 
production and distribution. So is expmiditiire the 
end and aim of the collection of rt»vennes and (*f the 
other financial activities of the statesnnni. To ex 
elude, at least, a statement of the forms and the, ('iis- 
tomary direction of expenditure would 
be to overlook the pni’pcjse of all the 
rest. But there is still aiiother, coiisid**' 
eration that enipliavsises the need of ti slaternent of 
the general objects of expenditure, llie amount 
of expenditure is generally determined first, a,,nd 
after that has been settled tlie required revenue 
is obtained. In this public finance differs mate- 
rially from economics. In the broader seience it is 
generally assumed that the individual (smnot regu- 
late his income by his wants, but must limit bis 
wants to his income. In some cases this difference 
fades away. Cities often have to forego, temporarily 
at least, desirable improvements on acc.ount of the 
increased burden they would impose <ni tlie finances. 
But in general we find that the modern State h 
quite as likely to neglect some important and desir- 
able function which it could perform, as to increase 
its functions beyond what would be wise.^ If this 
is true, and that it is sp will be seen in the course of 
the discussion, then it would be well to ascertain the 
main features of expenditure at the outset. But we 
rd ! t M d Colm, Mmmioksmschilft, p. 1$S. 


Expenditure 
should be 
included. 
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are not oBligeil to jnstifj.or condemn the different 
lines of experHliture that are deertied by the leading 
nations to be wise or. expedient/' 

Financial adniinistration is properly regarded as 
the fourth division of the subject, because it is as nec- 
essary to know how the State gets its revenues as 
to know whene^ it gets them and for ivliat it spends 
theiii. This department, too, deals with a large num- 
ber of teclinical details which would only cumber 
the other parts if taken up in connection with them. 

Of the four divisions, public revenue is necessarily 
the largest; probably for reasons akin to those tliat 
iniluenceci previous English writers to give 
taxation their exclusive attention. It is fonmnmi'e 
here that the most urgent reforms are pend- 
ing, and hence the need of understanding importuw 
existing conditions is most pressing. 

Tlie distribution of the various iinaneial activities 
among the different divisions of the goveminent, 
federal, national, or local, will be noted in connection 
with the discussion of each part of the subject. 

Skc, 5. In the present work the attempt has been 
mude to use the same method of classifi(3ation from 
begun ung to end. The method used rniform 
is that suggested by Professor Cohn 
for all public charges, and afterwards /or fn parts 
developed in a somewhat different way of the subject 
by Professor Seligman.^ The charges made hy tlie 

2 Cohn, FirHr}?:^'inlssenschaft pp. 104-118, esp. pp. 117, 118; 
Scliii’man, Journal of Reonomks^ May, 1802 and 1805, 
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government upon individuals arc regarded us vary- 
ing in character according as tlte special heuefit cii- 
ferred upon the individual is made the exact or the 
partial measure of, or is not allowed to affect at aih 
the burden imposed upon him. J’ublie revenues nml 
public debts have already been elassiiied in thi.s wav 
and it is very easy to classify pni,lic expenditui-J 
cind adniiiiistr^itioii in tlic isaniG wav. 

The nature of this classification ami its applicabilit y 

to the wliole subject may be illustrated by refereuee 

The nature of Well-known Customs of large atb- 

letic ctata. For „.ombor.l,ip, ,„h 

trated by the privileges of the club, each mem- 

ZhieUodubs. tl>e same sum, irrespee- 

USC« rl 1 he 

le club, and without reference to hi.s ability 

0 pay, that being assumed, for this ].urpose, to he 

W thout reference to any known ability to pav more. 
This fee IS justified by the common benefit conferred 
If, however, the member makes use of the dining’ 

.use of the club quarters, grounds, liouts, appliano(‘« 

I ^ eto.^ ke pays aft additional sum, measured, generally 
- speaking^ jby the spsqal benefit conferred upon him^ 


; I ; Essays in Taxatito > Chiaii i IX ‘ Hint-a *i, . . 

; a» foiyid in :Mal(*nS|MidH6fEman dassifioations 

1 1 ; in fttWic Mnino^ Pol Classification 

: Kspe.ciaUvimi3drt^nfrW^'*n . Clmix K. 

\ I I rxtii. Is the ** ABniKnrfl'r n 
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Again, if tlie club is in debt, or proposes to enlarge 
Its facilities, not infrequently a subscription paper 
IS passed around and each member is urged to contrib- 
ute, not the same amount all others have subscribed, 
nor yet in proportion to the use he makes of the club’ 
but ‘‘as much as he is able.” And lastly, there are 
not infrequently cases where poor but promising 
athletes liave been admitted, in order that the club 
may have the glory of their prowess, and have been 
excused from dues. 

Now there is an almost perfect analogy between 
such a club and the State in respect to the contribu- 
tions demanded, the benefits conferred, and the 
method of operation. Generally speaking, the State 
endeavouns, in collecting revenues, to impose an 
equal 1 burden upon all for the support of those 
functions that are regarded as conferring a common 
benefit, and a special burden for the support of those 
activities which confer a special benefit, and under 
certain circumstances to increase the burden imposed 
upon the very wealthy, who are regarded as able to 
bear more; and lastly, to tax all for the support of 
the poor. Not that the State always succeeds in its 
endeavour, nor that all States recognise equally the 
desirability of the attempt; for in public finance ex- 
pediency necessarily plays a large part. But most 
States have come to recognise more or less clearly 
these ideals, and their policy can be conveniently 
summarised in this way. 

1 What is meant by » equal ” will be discussed later. 
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The various activities of tlie Stale i 
classified, according to the degree of 

State aetivi- special benefit they 
Ceseonfir lawmake 


can be easii y 
'cjoiiiriioii 'fj,r 
lire by !lji* 

srs, to cooler upon the* oili/fiis, 
fitoi'fipecmi 01* taxpayers, Tlie varicnis ,i(S‘oiijm mav 
benejit. bjeini or shade into oik; another at their 
margins, but those activities belonging to tlie eejitre 
of each group are easily recognisald;; and are funda- 
mentally different in each. Thus, it is nniversullv 
admitted that tlie functions of the general adminis- 
trative and legislative departments are of sueh a char- 
acter as to give a common henetit, for wJiieh, ideally, 
every one should pay according to some scheme of 
supposed equality. But at theotlmr extreme there 
are many things done by the .State which confer so 
special a benefit as to justify a siieeial eitarge. h’or 
example, when the State carries a passeiiger'or a hox 
of freight over its railroad, or carries a letter, or jirm 
vides the citizens with china or tobacco, it confers a 
special benefit. Between these two ti,....,. 
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c iisi ng the poorer. Theoretically, the support of the 
poor and defective classes is an activity coiife 
a cuininon benefit upon all the other members of 
society, and hence they are called upon to contribute 
accordingly. If we consider it the moral duty of 
society as a whole to help the weak, then the relief 
of the poor confers a common benefit. It is the same 
if we look upon poor relief from a less altruistic point 
of view, and consider that society is merely protect- 
ing its own interest, as, for example, in isolating the 
feeble-ininded, so that they shall not propagate their 
w^eakness. Without going farther into details which 
will receive attention later in the book, it is now clear 
tliat this conception p)rovides a feasible way of classify- 
ing public activities and public revenues. When 
we once have a satisfactory classification of revemies, 
it is easy to classify debts, inasmuch as they rest 
upon the revenues. The administrative features of 
the financial bureaux will fall naturally into place 
also. 

A single method of classification will, therefore, 
pervade the wovk. from beginning to end which will 
help us to get at the economic features 
of expenditures, reveal the justification 0/ this classic 
and measure of taxation, and show us 
the essential character of each kind of public debt; 
namely, the kind of credit upon which it is 
based. 

It must not be understood that the assignment of 
any activity to a particular group is permanent. 

# 
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Activities that were once rcifurdcd us Cdiifcrriiiij- 
The attitude special benefit — as, for oxaiiijile, a iarui- 


toward pub- part of the administration of justice 

Uc (icthufles * I * '! 

'ch(t/if/ps. A c-0ni(3 iu iiini6 to bo ro'^t^urdoil «i.s ci| ('foiiiiioii 
f/eiivral imm- beiiciit. Slicll HonU‘t nrtt- 

ment toward i • i . , * * ^ ' 

theideaof ceecl With rapidity, and the .staj^es arc 
passed thron^ii synchronously iiy ail 
States. J liero are, lor exani])!i*, niaiiv 
cities which let private individuals jirovide the water 
supply,' Others provide it tlieinselvos, on ]n-ecistdy 
the same terms as individuals would, while others 
provide it much as they do other special privileges, 
regarded as conferring both special and common 
benefits; and very probably the time is near when 
some large cities will regard it quite as much a 
matter of common benefit to provide each and 
every citizen with at least a certain amount of 
water, paying the cost out of funds derived from 
the general taxes, as they now regard it a matter of 
common benefit to dispose of the sewage, a function 
which was once considered the duty of eacth citizen, 
and is still so regarded in some cities. Mat however 
mutable our classes may be, they are clearly disccru- 
ibie, and it is generally only by slow degrees that 
functions move from one end to the other of the 
pjfStsmatic' gcoUpfing. , 

; While ti^ei’e steem^ to be general tendencies, which 
transfer activiti^i from the special benefit to the 
mxmm benefits plan; there are a few exceptional 
ca^^wheye 1*6 ' movement is the other way. The 

lliUHrsiiiir.iriyi.Uiiiy :y ; -- 

t ! i .. i I i itrl; r tf ] ■ , ' ' ■ 

Misililililiitib-l . ^ : 
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siifjport of religion is.-.Biich an instance. Originally 
almost the sole object of State expendi- Somemthn-^ 
l ure, tliis lias now, after pavSsing tliroiigli Cescemeto 

. „ he ref/cmkil as 

vjjriniis n[)S and downs, come to be re- o/awmion 
gaiMled as of such special benefit that 
it is bihng gradually excluded from the splieie of 
l!ic State, and left to private support. 



PART T 


PUBLIC EXPENmnitP 


CHAPTER I 


THE NATUBE OF TfTE STATE ANr> ITS FENTTIONS 


Section 1. The State is the centre of pohlic 
finance. The State reqitu'es uu>ney uinl services 
for the performance of its funetions. The first 
question is, What is the nature of the Hi ate. nml \s hat 
are its fuiictioiis? To answer this we shall havi* to 
borrow a little from political science. The Ix^st 
authorities on political science seem to answer the 
question, “What is the State wiili a more or 
less expanded but not essentially modified restate- 
ment of Aristotle’s famous dictum: “It is manifest 
that the State is one of the things that- exist hy 
nature, and that man is by nature a political ani- 
paal,” The- State is an organism into 
which the individual is born, and thrimgh 
which alone he can hope to reach his higliest devel- 
‘opment; ; Upon its-existeuee, and the perfection with 
which it performs its functions, depends the degree 


ITie State an 
organism. 
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of rtO(3ial;' orgaiiisatidn. possible, , Tlie State ^ seems to 
be God-given to, enable society to organise' on a grand:, 
scale for tlie accomplishment of practical ends far 
beyond the reach of the individual^ — ends upon 
which the welfare of the individual depends^ 

The two opposing theories as to the proper spliere 
of the State, IndiYidiialism and Socialism, stand for 
two grand truths. The one for the truth that the 
individual, if he is to accomplish Ills manifest des- 
tiny, must l)e allowed and assured room enough for 
the free exercise of his powers so as to develop tliein, 
and to expand. Such individual devel- . .. .. 
opment is necessary for the advance of andBocnaimi 
society. The second is tliat the State 
affords the individual the surest means of ohtaining 
the assistance of his fellows, so necessary to his own 
complete manhood. The way of reconciling these 
two theories is pointed out in the Christian doctrine 
that true freedom consists in perfect obedience to 
the law. Anything short of perfect obedience to the 
highest law is failure to attain the highest freedom. 

The constant intrusion of the State on fields of 
activity previously given to the individ- The 
ual is a natural result of the constant % 
increase in the separation of employ- jiabie a priori, 
ments, necessitating more extensive organisation. 
As the individual becomes more and more depend- 

^ Cf. Kidd, Social Emlution; for detailed analysis of the nature 
of important modern States see Burgess, JPoUtical Science and 
Comparative Constitutional Lato* 


f 
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ent for the completeness of his own lift- dn ]as 
fellows and their faithful pcrfonuiuiec* of tin; iluiios 
assigned to them, the organisation of the StiUe iio- 
comes correspondingly more perfect. As ivgartls i his 
increasing importance of organisation, (hr folldwiiit.;' 
wall fairly summarise the practice of a;I d anced na 
tions. It is impossible to approve on u priori gnuinds 
V/ of every intrusion of the State into iieids iiitherto 
set aside for the individual. Only when siieh in- 
trusmn does not lessen individual power, energv, 
ambition, and ability to advance, is it permiued.' 
And only when it promises definikly to increase the 
importance of the individual, in the long run, is it 
desirable. The burden of proof is. Iherefoiv. in eaeh 
concrete ease thrown upon tlie per.sons win. would 
have the State advance into new liehls. 'J’heiv is no 
absolute limit to, but only a general presumption 

a,gamst, the assumption of new functions bv the 
State. 

Seo. 2. If political science cannot in (he nature 
ot things give us any defuiite, theoretieal limits to 
the expansion or the contraction of State functions 
; can ^uch limits, be found in public finance ? If the 
DoetptMio Statement that “ the State regn- a 

* ZZuto , by itB expenditure and 

thepomUe ^ ™ . e^cpenditiire by its is 

7Zt:% ■ f there can he no limit .set 

y , public. finance to the possible expan- 
S ^ Sion; of State functions. But there are 
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nised.^ Those exceptions are : (1) that statesmen 
in deciding as to the advisabilitj^ of any new expeii- 
diture necessarily consider the amount of bnrcleii it 
will impose on the taxpayer’s. The expansion of 
innnicipal activities in the last twenty-five years has 
been so rapid that at present any further expansion 
is, ill many instances, at least temporarily cheeked 
by the difBculties in the way of meeting the cost. 
(2) There are some instances where for xxilitical 
reasons income has outrun wdiat "was regarded as wise 
expenditure, and new ivays of spending have had to 
be devised. This is a decidedly more unfortunate 
state of affairs than the other, for such forced expen- 
diture seldom takes a wise direction. Witness the 
wliolesalo plundering of the United States treasury 
for pensions. (3) Expenditures may sometimes rise 
very ra];)idly, and necessarily so, at a time when it 
would be exti‘emely unwdse to attempt to increase 
tiie revenues. At sucli times the practice of nations 
— a practice that has proven itself wise — has been 
t<> let ex[>enditurc run beyond the income and borrow 
the difference. 

One of the prime requisites of a good system of 
public revenues is that the sums taken from the 
peo]>le each year in the various ways A limit set bp 
shall be as steady as possible. The rea- 
sou for this will be made clear under inreDemm, 
the general consideration of revenue. That fact, 
however, forbids our determining the annual reve- 
i Cf. Basiable, p. 42 j Wagner, T, snc. 11. 
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nues absolutely by the annual exj)pii(!i!nres. 'I'he 
general praetiee of nations is to hirrease expendi- 
ture, (a) wlien it is absolutely neeessarv, (/-) if iiol, 
absolutely necessary, when it offers uihamtages M’liicii 
more than compensate for the inercased burden on 
•the revenues. - The experience of nations has also 
Pmctkeof jt js univor.sally ludter to du 

mtiom reaog- the public bu.sines.s. if exj-Hmses are in- 

niseB alimit. • .-n ' 

creasing rapullj-, on a deficit rather t han 

on a surplus. IE expenses are for a considerable 
period quite uniform, the usual ]>oliey is t<» keiqt the 
revenues, as nearly as possible, equal to them, hut 
not in excess of them, and u'hcn expenses can for 
some reason be lessened, some of tiu* revennes iiiav 
be applied to the amortisation of a(?cnnuilat<!d defi- 
cits. It would seem, then, that steadiness of reve- 
nue is treated as the more important considerafion. 
Herein lies a limit, hut not an ahsolut.dy fixed 
one, to the expansion of expenditure and of Htato 
functions. 

lo sum up: the general character of jnihlic ex- 
penditure, especially as to whethei' iniperafive or* 
Summary af not, as Well as to its parlicuhir direction, 
depend primarily upon considera- 
uition of state tions which belong to political science. 
fumum. ^ itg amount will depend on the revenue- 
yielding strength of the State, and upon the effect 
^vhieh such expenditure will have thereon. The 
danger i made so ninch of by some writers’' lest, 

^ Boscher, sec. 109. 

^ . 
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reYeiiues being obtainable by coinpiilsioii, that: coiii- 
piiLsioii be exercised for the- benefit of iiite 
persoios, who gain particularly by the inereased 
spending, is in a democracy replaced by the corre- 
sponding danger lest too meagre supplies be granted 
by the voters who must themselves pay the larger 
part of the revenues, and advisable or even neces- 
sary lines of expenditure be omitted or seriously 
curtailed. 

Sec. 3, Expenditure, like every other feature of 
public finance, changed radically in character and 
direction during the eighteenth century. Therefore, 
before proceeding to analyse present expenditure, 
we shall do well to take a brief survey of expendi- 
ture before this century. In the early stages of State 
life the forms of property were few, public life was 
identified with the family and with religious life. 
There was little call for definite public 
expenditure. The chief item was foi\pemUttmin 
religious observances, and for these 
purposes only \yas there a distinct public treasury. 
Foundations for the support of religious observ- 
ances, as seen in Greece and lioine, are extremely 
old. The temples have their own groves, lands, 
mines, and flocks, receive contributions, and collect 
payments for their services. Materials for the study 
of this period are scant. Services of a public char- 
acter are performed by all citizens as a matter of 
course. In War they are the warriors ; they furnish 
their own arms. Their reward is in the success of 
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their enterprise. By mutnnl effnri, or hy t!u* kIju c 
labour of eonqueml peoples, they buihi (iieir fm-iiv.ss- 
cities, ships, roads, and. temph^s. i he nf 

economic life and tlie al)sen(*e oi a mnnev (***nnH 3 n\ 
forbid the rise of any propto 
niies. Taxes are levied on 
the free citizen is nsiiallv ex 


M'lH H 


biUiy Jio aivision ot labour Jii hlafi* iiiiitterH 

would call for a paid public service, tircecc and 
Rome emerge from these ju-imi(ivc forms wiiii a 
more complicated system of expenditure, but with 
relatively little advance in rovcnnes, 

4. In Athens we find a highly developed 
system of exjrenditures, almost eomniiinist ie in ehur- 
Atkcnianet- acter, and greater than llait of other na- 
penditure. Greece on iiccuunt of the sources 

upon which the city treasury might (Irtiw and tla^ 
peculiar circumstances in which tint citv was placaH 
The expenditure for public buihlings and jn.blic 
works was particularly large, as were the extravii- 
gances of public festivals and sacrifices, of domitions 
to the people, oom}>ensations for attending tin; as- 
se^abjtes, and the like. Peculiar to Athens, among 
Wlst^e.narions of that era, was the assistance roii- 
dered at; the public expense to tlie poor and cspeeiallv 
to.the children of those fallen in war. Regular ex- 
penditures are said; to. halve varied from 40 o’ to 1000 
talents, or, $410,400. to 11,026,000. Extraordi- 

1 The outline M, tie jg _ , 
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nary expenses in time -of war were relatively small 
on account of the rendition of voluntary services by 
t.lie citizens. 

In Rcmie there was no distinct public budget in the 
eaitier days of the republic.^ The public wealth 
was not distinct from the private ’wealth of the 
citizens. With the increase of the provinces and the 
recei[)t of tribute from them came regular Mxpenditare 
inetliods of public expenditure. The 
items directly borne by the State were the cost of 
the priesthood, of buildings and other structures and 
roads, of the army, of the general administration, 
and of the distributions of food, of grain for the city 
population, and donations of money, oil, and wine. 
The army was first paid in 406 B.c. But for a long 
lime afterward the remuneration amounted to little 
more than the reimbursement of expenses. At first 
the Emperor was supposed to live from Ms own 
private jrroperty, but as he had control of all the 
public revenues, the distinction was difficult to main- 
tain, The later courts were extremely extravagant. 

Greek, and especially Roman, expenditure had 
many features similar to modern expenditure. In 
classic civilisation, division of labour was sufficiently 
developed to render possible the payment of those 
who devoted all their time and energy to Bmshn of 
public affairs. But continuity of clevel- 
opment is lacking. From the fall of cUture, 

Rome to the rise of feudalism there is a reversion 
1 See Marqiiardt, Bomische StacUsverwaltung, Bd. 11. 



26 IN7^R0DUCT!0N TO PUBUC FiXAXi'E 


to tlie earlier forms of public life* Piihlic 

tura is not separable from private. 1lie tiiizeii 

serves the State without reiiiiirieratioii^ ami. tlufre 

are no public expenses proper. 

Sec. 5. It is the essence of femhilisiii that all 
governmental functions are pliieed in the luimiH of 
oflficials who are given the possession of iamls whlf*!i 
yield the necessary revenues for the exeiiitioii of 
those duties. At the same time the relaticm be- 
tween these rulers and the peoide is siioh that ser- 
vices can be commanded for public* purposes witliout 
distinct remuneration. Tlie umlevdo|M?d comliticui 
of commerce and industry necessitates that public 
Femlul ex- contributions shall lx; in lu-oducls and in 
pendUure. services. The cliief duties of a public 
character that are performed by ihesc; scini-pnlilic of- 
ficials are the organisation and leader, sliip of militaiy 
operations and the crude administration of justice. 
Of administrative functions in our nuKlorn sense 
there are scarcely any. Tlie public funds are 8<» 
entirely under the control of the prince tliat lie 
comes to regard them as his own. At the same 
time the various subordinate lords, who were origi- 
i nally ofiBcers of the crown and who received hinds 
: for the purpose of supporting them in their offices, 

I succeed in retaining possession of the lands and 
! other lights and privileges, althoiigli neglecting the 
I duties for, which they were given. As the monarchi- 
j (ril State emerges from 'i^eudalism there is the same 
ricdmplete identifteatiofi of the public purse with the 
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j^rivate purse of the monarch as there 'was of the 
State with the person of the monarch. And this, 
too, althongli a good share of the revenues are now 
derived from taxation. Expenditure is for the grati- 
fication of the prince, and so far as he sees that his 
interest is the same as that of his people lie spends 
for them. 

The advance of constitutional fornis of government 
is everywhere characterised by successful attempts 
on the part of the representatives of the aoiuntution- 
people, or of those who contribute to the 
l>ul)]ie purse to get control of the finances. 'eh^mgTthe 
Constitutionalism advances just as fast as 

.V* ^ . pendliiire and 

it succeeds in these attempts. At present conseqn-entuj 
the control of the purse is entirely in the character, 
liands of the constitutional legislative bodies in 
almost all civilised countries, and the domains of the 
prince, wdiieh were originally given him by the people 
in order that he might lie supported in proper dignity 
in the performance of his public duties, and were then 
diverted by him to his private enjoyment, have been 
regained in many cases by those who gave them, and 
are in most States once more public property. The 
expenditure for the support of the crown now be- 
comes one of the chief items on the civil list. The 
final establishment of constitutional government lias 
introduced a new criterion for judging public ex- 
penditure. An expenditure is no longer. a justifiable 
one when it gratifies the whim of the ruler of the 
governing body, but it must result in some clear ^ 
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< oenetit to the people as a whole, or to ihc or 

in a benefit that is so repirdw! ; ot I ko w i.sr ii will 
not continuously meet with the jiupiil.ir uj.pi-oiiii 
which is now necessary to sanetiiui eveiy yioiTn- 
inental action. 

Sec. 6. Many attempts have l;een jHade to clas- 
sify public expenditures, and often with -oud ivMdls. 
The most common are tlio.se wliich f<dlo\v. more or 
less closely, the usual economic analysis of privati* ex- 
penditure, according as the wants .sa!i.slied are iieee.s- 
NecBKMry, sary, desirable, or suiierlluons. 'I'lie use 
iWperjlmm GCOllOllilC tcrillS 111 tliis Wity IS to 1)0 
expemiiiure. commended, but as in economies, so 
here, the vagueness and relativity of these terms 
are very unsatisfactor}-. Difi'eront writer.s do m.i 
agree as to what are neoes.saries, even for the .same 
State. After all, the assignment of any parti(;nlar 
expenditure to one or the other of these eategories 
is merely the expression of the anthor’.s individmil 
Judgment on the expenditure in (picstion.^ Pro- 
Bmtabie's fessor Bastable, realising this dif]|icult\-, 

I . - * proposes a classification biased on t he or- 

: .der of historical rise of the different functions, or 
bperhapsit wdhM more nearly reproduce his thought 
lito say that he tries to establish historically a sort of 
•jnatural evolution or sequence of public expenditures. 
j|Stich a classifieatiph; la useful, for the purpose of 
I ihritjctn^ treatihantj bqt even there it presents many 
1 1 . <^^lties arise from the fact that 

!l 1 1 ‘I ? ; i N* ! ! • - ' ■ ' p, 48. 
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siicli a process merely siibstitutes for the author’s 
jiidgnient, on which the older classifications rest, 
the judgment of the leaders of national X)olicy at 
different times and in different places on the same 
questions: namely, Are these exx)enses necessary or 
merely expedient? He certainly gains much hy 
substituting the jioint of view of past statesmen for 
that of any present x^erson or x^ersoiis. But for piir- 
X)oses of exx)osition it will be a still greater gain if 
we can eliminate the personal element entirely and 
make a classification that does not dexoend iix^on the 
\Yay in which the desirability or undesirability of 
the different functions is regarded. 

Snell an analysis as we are in search of has been 
suggested by Professor Cohn,^ which he has well 
called the ‘^economic analysis of civic Coim'fi eeo^ 
housekeeping.” There are, according to 
this suggestion, four groups. The first homekeein-ng. 
consists of those functions which confer so definite a 
benefit upon the individual, and are so clearly per- 
formed solely for the benefit of the individual, that 
he would naturally be exp)ected to meet the cost of 
them. The second group consists of those functions 
which confer a common benefit upon all members of 
the State, of such a character that it cannot be par- 
celled out and each portion definitely assigned to 
the respective members. This grouxo embraces the 
prime functions of the fundamental institutions of 
the State. These are the two extremes. Between 
^ Finanzwissensekaft^ p. 117. 


t 
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u^Lixjin, ult cwruiiu iiiuiviuiirus Jiiore 

01 less uiitible to assist in l>eiifiog' tiitj aiiij 

which are coiisequeatlj treated as tliijiig]i they eoji-., 
ferrecl a common benelit upon all the iiieiubers of 
society. 

Dropping, for the jn-esent, all consideradoii of the 
ways iu which lire beiielit is measnrod, 
which will he fully dihcusscd under ilie 
head of revenue, and rearniuging the 
groups in the order of their iuiportunee, 
we have the following four classes of ex- 
penditures: 

j J irst, the largest and most important, those whicli 

confer a common benefit on all citizens. 

, ^ Second, those which confer a spe<!ial Iwnefit on 
; cmtain classes that is treated as a common benelit, 
because of the incapacity of these classes. 

Third, those which confer both a special benefit 
I • on certam persons and a common benefit on all the 

i^tourth those which confer only a specie benefit 

I pn individual^ 

I '' ' 


The four 

clussf's of cx- 

pevefitures 
iiccordhifj to 
the henpft 
conferred. 


^ ‘ 4 1 i i ' ' 
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v:Uiicler tlie first of these 'come .the geiieralexpendi- 
tiires for. th^ of the, constitiitionar agencies 

of tlie.goverameiit.’ The support of the ad-' -items be 
miriistrative and legislative' departme.ntst. Edging to 
in almost all their branches, including 
the diplomatic corps, and everything necessary 
thereto, as public buildings, etc. Here, too, be- 
long the support of defence and the maintenance 
of internal security and quiet. Here belong, ac- 
cording to modern practice, the inaintenaiice of 
roads, although it was once treated as helongiiig 
to class four, and passed through a transition stage 
ill class three. Under this class belong also the 
chief expenses in connection with the maintenance 
of tlie money circulation, although a part of this 
expenditure is in, most countries to be assigned to 
class three. ^ The same is to be said of the ex- 
penditure for education. Here belong the adminis- 
trative control and assistance of private industry 
and commerce. 

Under class two belongs the care of the poor 
and the defective. Also the support of the pen- 
sioned, unless the pensions are such that they 
may be regarded as wages delayed in payment, in 
which case they belong to the first class. 

Under class three come the administration of 
justice, the provision for religion wherever the 
State has an established church, the general admin- 

^ The United States once charged a seigniorage of one-fiftli per 

cent. 
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istration of the postal service (.Hoiiietiin<*s. howm-i'i*. 
this is in class four), the adminisii'jitioii uf sjHnha! 
rights, like patent rights, copyrights, corponu ion 
privileges, etc.; also, the rcconling uf liilcs, imc.. 
the laying out and grading of htrccis, lniililing ,,f 
sewers, etc.; so, also, the wut'cr-suppl v in nianv 
cities, although the provision for this is rapidi'v 
undergoing a development tliat will event nally 
place it in class one. 

To class four belong almost all of the great in- 


'-Industries carried on by the State or In eities. the 


.4 monopolies maintained hy them for the beiu-lit. of 
their treasuries, etc. 

As will be seen from remarks madi> abov'e in 
connection witli the assignment of certain of these 
services to the different classes, tlan-e has betm, ami 
still continues, a certain process of tnadution which 
. may be generally summed up tis a tendenev for till 
■ ^ these expenditures to move from chtss four' to class 
-There are many instances where expendi- 
turesnow regarded as naturally and unohangeably 
belonging to class one were regarded as belonging 
I ; : j ,to class four. When a government assumtts any 
I : . .hew industrial function, as, for example, supplying 
t ^ water to the inhabitants of a city, that function is 
f y I . usually assigned at first to class four and treated as 
• ’ i ; ; -though conferring; a speeiai Wfit only. But it 
^ j j frequently comes abojit; that it is regarded as a f unc- 
yjj.,ttoa|eouferring a common benefit at least in part, 

- , I j liMse^^ :into j eiass t tjitee, ■ > There are forces at 

hI=^, 
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work which seem likelj^ to place it finally in class 
one. Ill the case of highways this transition has 
been completely made, and, except in the case of 
city streets, whicli still belong to class three so far 
as construction is concerned, but pass into class one 
as soon as finished, highways are usually treated as 
conferring common benefit only. 

In the following chapters on expenditure the order 
indicated above will be followed. The arrangement 
of the different expenditures under class one will be 
somewhat according to historical origin and impor- 
tance. 

APPENDIX 

THE OFFICIAL CLASSIFICATION OF EXPENDITUEES 
BY THE UNITED STATES CENSUS BUREAU 

The United States Census Bureau undertook, in 1902, to fomuv 
late a general classilication of governmental expenses and revenues. 
This classilication was constructed primarily for the purpose of 
presenting, in a uniform and systematic manner, the statistics of 
municipal, coramoiiwealth, and national hiiance in the United 
States, wliich it is the duty of the bureau to compile. It was more 
especially designed for the biennial reports on municipal liuances. 
A secoiidary purpose was to influence the many accounting officers 
to adopt a uniform and improved method of keeping their accounts. 
Tiie classification is the work of the Hon. L. G. Powders, one of the 
able chief statisticians connected Avith the bureau, who took the 
advice of a number of expert accountants and of some committees 
of the learned societies interested in the subject. The classitication 
has stood the severe test of having been applied to the analysis and 
presentation of the expenditiwes of a multitude of cities and of the 
fifty-one states and territories of the United States. It lia.s thus 
been proven to be a practical system, and is worthy of careful 
study. It should he noted, that, although all the cities and stales 
n 
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to which this classification has been applied are in the Uiilit'cl 
States, and might therefore be supplied to preseiii a w-t limuiciai 
systems with many points in common, yet there arc iimiiy 
differences arising from local traditions aufi differing eftinimukH 
that the classification im stord a test almost as severe as if it had 
been applied to the analysis of the (jxpcfnstss of foieigii govern- 
ments. ' . ■ * ■ ' 

The following extracts are from the Special Hcpoii of the C’eiLsiis 
Bureau on Wealth,. Bebt, and Taxation. (twelfth m nsiis), pp. 
953 if. Ail references to the classificatimi of revciiiies hjivt* been 
omitted here as they are appended to Chapter I, in Part II 


** Basis of CLASsiFiCATiojr 


•The most ftindanienta! of the many cliLssiilcatioos of exiMUisc^s, 
.outlays, revenues, payments, and receipts of govcnijiifiits Is tfiat 
accordiiig to the nature of the governinentnl at»sivitleK and transac- 
tions with which associated. From the standpoint of the stud. mt 
of economics the activities and tmnsartions of a aaiion. stole, or 
municipality .are^ of two'' radically different t.\pes; arc Imre 
classified as arising from general fmetions and frum tvmnu rcitfi 
functions, 

^^The f/enera^fitnelmis of a nation, state, or nmnirijiaiity !»ro 
those whiah are, as a rule, perfonned for all citizens alike, witliouf 
any attempt to measure the timount of beiudit conferred or tin- 
exact eompensation therefor, the expenses being met by revenues 
obtained principally from compulsory contributions levied without 
regard to the benefits which the individual contributors may .lerivo 
from any or all governmental activiUea. Most functions of this 
class are essential to the existence and development of Kovenainmt 
and to the performance of the governmental duty of proteci.inK life 
and property and of maintaining a higli standard of social efticimm v 
Chief among such activities are those of genend government- tho 
protection of life, health, and property; the care of tlm defoeWo 
delinquent, and dependent classes; the education of the youm.-'’ 
and the performance of other duties of a similar nature ; the pnr- 
cha^eof lands for government huildin|s. parks, and 
, ®«o^<Ki, equipment, and management of state capitols, county 
epuxt houses, city halls, hud other buildings for geLral goverZ 

Mem? r?’ i>a3:chase m- construction and oina-ation of 

, electric, light and gas woi*S for the exclusive purpose of lighting 
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tlie streets and governmental buildings, and of other structures and 
plants, such as printing offices, police and fire telephone systems, 
and bridges ;- for furnishing free of charge any commodity or 
service required by the government in the common interest of all 
its citizens. In the same category are included the opening, 
grading, paving, and curbing of streets, and the construction of 
>. drains and sewers, where such public improvements are made at 

{ public expense, without conferring upon particular individuals 
' measurable special benefits for which, in the opinion of the proper 

authorities, compensation should be exacted by the government. 
To the same group belong the making and paying of loans and the 
payment of interest thereon, where such loans are made in coimec- 
, tion with other activities and transactions mentioned. 

‘‘ The general functions of nations, states, and municipalities 
‘ may be classified in a great variety of ways, according to the point 

of view from which considered. The primary classification of 
general functions of municipalities which was adopted by the Bureau 
of the Census is based upon prior studies of the subject by Professor 
!; Adolph Wagner, of G-ermany, set forth in his Finmizmissenschafi^ and 

I reviewed by Professor Frederick B. Clow in the Qtiar&eHy Jo iirnal 

of Economics for July, 1896. The earlier treatment of the subject 
by American economists was ably discussed by Professor L. S. Ro we 
of the ITniversity of Pennsylvania, before the conference of the 
National Blunicipal League in 1899. As a result of these studies 
and of conferences between accountants, economists, and others 
connected with the National Municipal League, that organisation 
arranged a tentative classification which was made the basis of 


the one later adopted by the Bureau of the Census and used in its [ 

statistics of municipal finance in Bulletins 20, 45, and 50. ; 

“ The cxmmercial functions of a nation, state, or municipality 
include those which create trade relations, industrial or semi-in- 
dustrial, between the nation, state, or municipality and the general 
public, including other civil divisions. Among the transactions 


which arise from the exercise of such functions are those involving 
the loan of public money at interest, the use of public property for 
compensation, the sale of any commodity or article of commerce, 
or the performance of any work or service for pay. All these 
transactions involve the performance of some service by the 
national, state, or municipal government, or the granting of some 
favour bj^ such government, for special compensation, whether the 
service or favour be primarily for this service or favour, or for the 
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mYmme to be secured ; uone oC them in In tin* pxinUmi'p 

and development of the government, tlioiigli tlwy mii} iit* fo 
contribute to its support. 

“ Commercial functions together with the oommm'cial and m mU 
commercial transactions which arise from them ina^ be* LO’oiiptd 
into three subclasses — /avestmfint.s and av rrC^ s. 

“(1) Miwtrm are those activities of imtions. KtiUcs, ajul mu. 
iiicipalities— as the United States postal servici. ilu* nalionai rail- 
roads of many European nations, tiic lir|nor dispmisiry of Somli 
Carolina, and such municipal activities as waterworks, i*h*c*tric light 
and gas works, and street railways — which arc i»ipiiils«*d as more 
or less complete departments or offices of cities fm the, piirpoH* of 
furnishing economic utilities to individual citixens, fcr to u!h«'r civil 
divisions, on terms involving such a compensation as laay be dett-r-^ 
mined by consideration of public policy. Such acthities of ciiios 
aie generally referred toby British writers as ituuntijuil 
Those of nations, states, and miinici])filiris-s arc hIm* fr%.npnmily 
called qmsCprlmtf' uidnArirs or enterpn\sf%^. As orfummists use 
the term, a quasi-private industry or enterprise* of a nmiom or 
municiimlity is one in which the purpose of realishig a me ineomc 
or profit controls the method of management anti th tcniiincs ihc 
charges, as in a private business of similar characn r. In ihss 
strict sense of the term there are few if any qnH^Cpri^^atvmilmtrws 
or enterprises in the United States, the greater mimhcr of nafitmal 
state, and municipal industries establislietl in America having been 
called into existence solely or principally to pronuuc thv welfare of 
the Citizens. Hence the Bureau of the Census uhc^s the leriu * iij. 
dustries ’ to include not merely those pro|K‘rlv ileFlgmited as qmsC 
primi'c, m defined above, but all departmenlg, olllccs, (,r activiiks 
organised by nations, states, and municipalities to fiimisli utiliil«».s 
to their citizens for a compensation, without exchi?.i ve regard to the 
question of profit. ^ ' 

K' are included all transaetimmof national 

state, and manioipal goyernments connected with the porchase’ 
^te, or pQ®essSonof real property or securities held exclusively for 
myestment ‘purposes, and' the loan of public money to IndhidLls 

t’ staking, investment, and public trust 

ftods m ,which.9r through mhU^ fee nation, state, or munidDalitv 

, ^ n|ie secondi tlid; transactions of a more temporary 

iiil,. 
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cliaracter by wliicli the national, state or municipal government 
receives interest on current cash deposits and on deferred payments 
of taxes and special assessments. 

‘‘ Epedul services include all activities and transactions other 
than those included in (1) and (2), which are engaged in by na- 
tions, states, or municipalities in the interest of the general public, 
but which confer measurable special benefits — or ■what are arbitra- 
rily so regarded — upon particular persons, natural or corporate, 
for which compensation is exacted. These services include the 
opening of highways ; the construction of pavements, sidewalks, 
drains, and sewers ; the sprinkling of streets, and similar services, 
the payments for which are forced by means of special assessments. 
In the same category belong also all services or special benefits ren- 
dered to private individuals or to other civil divisions under legal 
regulations, and paid for by fees, charges, rents, privilege rentals, 
and kindred remunerations. 

“ It should be noted that special services, as above defined, are 
always performed or rendered in addition and incidental to the 
regular work of the various departments and offices. Receipts 
therefrom are always classified according to the office or depart- 
ment rendering the service, since the corresponding exxienses 
cannot, save in rare instances, be fully separated from the other 
expenses of such department, office, or industry. 

■ ‘‘Expenses 

“ Government expenses and revenues, when classified by the gov- 
ernmental functions with which they are associated, are piiinarilv 
arranged in groups to which are given the designations ‘ Generar 
and ‘Commercial.’ 

“ General expenses. — The general expenses of nations, states, 
and municipalities are those incurred by their governments in con- 
nection with the exercise of their general functions. These ex- 
]"»enses and the payments thereof are subdivided according to the 
office or department on whose account they are incurred. 

“ Commercial expenses. — The commercial expenses of nations, 
states, and municipalities are those incurred by their governments 
in connection with the exercise of their commercial functions. 
They are divided into three groups, corresponding to the three sub- 
divisions of commercial transactions. 

“ (1) Industrial expenses are the total costs of the operation and 
maintenance of the industries of a nation, state, or municipality , 


i 
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Including the cost of materialB iiJbed and the iiitercM mi Imm : 
specifically for such industries. 

‘ (2) Inveintment eipenneis are the total cost of nrlriiiiii,sfi'}iti! 
the sinking, investment, and public-trust funds of a nafion. s 
or nmnicipality, including, the interest paid on basiH iiiatic fn 
cunties or properties purchased for those funds. 

“ (?i) exiMUises Itunmvil i 

nation, state, or municipality in connection with special 
performed or provided by any of its depariiiieiu^^ or oIIicck c 
than an industry, including the interest on loaiis wliich art* t 
met from the proceeds of special assegBineiite,” ■ ^ 


CHAPTER II 


EXPE'NBITOiiB EXCLPSIYELY FOB THE COMMON 
BENEFIT 

Section 1. In this chapter we shall consider ex- 
penditure of the first class; that is, expeiiclitiire 
treated by the government as so clearly expen- 
for the good of all that no special charge 
is made upon any of the individuals incidentally 
benefited. From one point of view expenditure of 
the second class, wholly for the benefit of certain 
persons, who are, however, exempt from any special 
payments, the expense being treated as involving 
only common benefit, is sufficiently like that of class 
one to come under the heading of this chapter. Bat 
it has been made a part of the next chapter in order 
not to lengthen this one unduly. Both of these ex- 
penditures might well be called net expenditures 
in distinction from those which, unlike them, de- 
velop some accompanying revenues. 

The first item is that for general administration. 
Administrative expenditure is for the support of 
those officers of the government avIio Adminutra- 
have to do with civil affairs. For con- 
venience it is best to limit it to those Ust. 
officers whose functions are absolutely indispensable 
to the execution of the laws. The officers who will 
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be iudiided vary, from country to country, with tlic 
frame of the government. It 1ms ijeeii eiisloumry 
for fiuaucial writers, following the lead of llie cann'r- 
alists, to limit tlitdr discussion of ibis cxpcndilurc 
to that for the crown and court. Tiiis is. in Kn-'- 
land, called the civil list. The peculiar clmractcr of 
such expenditure in monarehieui (!onnt rii's makes it 
advisable to isolate it. But it must Ite bonic in mind 
that in republican countries tiicre is no correspond- 
ing expenditure. The salaries of the bighest execu- 
tive officials in republics are of the same cliaracter as 
those of the ministerial officials in inoiuirdiics. In 
bjiigiand the civil list for bis INIajcstv s pi'ivv purse, 
boitseliold, charities, etc., amounts to tdTihOdO, and 
if we add the annuities jiaid to mcmliers of tiie rtn al 
family amounting to o£48,0(t0, the crown may Ik* said 
to cost Gri’cat Britain nearly per annum.* 

In most monarchical countries these <.*x]H'nscs were 
originallj/ met by the revenues from the crown es- 
tates. But the revenues from the (hmmins having 
been absorbed by the , general troasurj', it Imcaine 
necessary to make provision for the civil list from 
th^ general revenues. To the civil list should be 
added the: salat^s and other expenses of the minis- 
tries, their clerks, secretaries, etc. In federal gov- 
ernments the administi-ative departments of the 
component parts’ oT' Oommonwealths, as well as that 
of: the 5 central: government, - should be included. 

administrative departments of 

i 1 1 5 i H ; i i s > i d ^ to 1008 , 
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the local governments* It is very difficult to ascer- 
tain t])e nuinher of such officials and almost impossi- 
])le to ascertain all such expenses. According to the 
summary hy the census bureau the cost of all the 
executive departments of tlie United States Avas 
$16,3Tr>,lhO in 1902. This includes federal, comiuoo- 
wealtli, and local executive departiiieiits. 

In monarchical governments, and to a certain ex- 
tent also in republican governments, traditional 
sentiment demands that the head of the E^iemiiinrG 

gOA-ernment shall hold a social position 
^ ^ ^ list largely 

of great prominence and perform certain ornamental 
merely ornamental functions, invohung considerable 
expenditure. So that the expenditure for the ser- 
vices of tlie highest officials is often larger than the 
sums Avhicli Avould be necessary to obtain merely 
efficient vservice. This lavish expenditure may be 
fully justified on political grounds, but as it involves 
great Avaiste, both directly and indirectly, by example, 
it cannot be justified on economic or fiscal grounds. ^ 
It is a general fiscal principle, applicable as well to 
this part of expenditure as to any other, that the ex- 
penditure should not be larger than is necessary to 
secure the most efficient service. The justification 
of this lavishness, therefore, must be found, if any- 
where, in the creation of some equal utility recognised 
by political science. The exceptions made in prac- 
tice to the general rule of economy do not extend be- 
yond the heads of the administratiA^e departments. 

1 Rau, FinanzwisseMSChaft, sec. 48. 
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In the sulwrdiiiate positions the rcmiinofation ( 
not generally exceed and is often hehnv tkit wl 
Sarinf/inthe innst be paid for siniiitir servitn s i,, 

lower i vr t i i ■ 

of the adniin- lire, indeed, ihi're is a ten 

utration. saving, in tliat many of the posiii. 
especially where the tenure of olliec is .secure f,i 
relatively long i)eriod, can be tilled at a lower ( 
than the same services command oLsewbej-e. on aeeo; 
of the honour attaching to them. In liios,' 
tries where the expenditure for the higher posit ii 
is largest much is saved by the lower 'j.ay uttachi 
to subordinate positions. 

In this connection mention may be made of 1 
diplomatic and consular service, which, while purl 
Diplomatic Conducive to the belter jierfoi'nianee 

"r'""' °‘‘r 

and the regulation of conmua-ce, is v 
properly considered to be subordinate n, the cxce 
tive departments. Uereagain the traditional oj.inio 
that the dignity of the nation can on! v be pr,>ncr 
sustained by a lavish expenditure on the lairt. of tl 
ambassador or minister, imposes on the treasm 
burdens far greater than the value of the servict 
rmidered, if measured by the ordinary businei 
andards. As the means of communication improv 
and the general efficiency and reliability of the new 

and harder to justify this extravagance even oi 

for diplomatic, services has not been carric 1 to « “ 
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extremes by tlie llnited.States.as bj?-: other countries. 
As these positions,, were ; formerly more or, less of the 
nature of political prizes, in that country, this has 
probably been to the improvement of the service. 
Foreign intercourse. cost the United States |1 ,583,118, 
ill 1894, and $8,204,522 in 1902, an increase due to 
the greater importance of her foreign relations sinee 
the Spanish War, while Great Britain paid £531,392, 
or $2,585,753, in 1894, and only £490,062, or .about 
$2,450,000, ill 1902, for that service, not including 
colonial services of practically the same character, 
which would bring the amount in 1902 up to over 
£1,000,000. Generally speaking, the executive de- 
partment costs comparatively little outside of the 
actual salaries. There are some election and similar 
incidental expenses, but not many. 

To the administrative department belongs the 
expenditure for the collection of the revenues. Al- 
though this is a part of the gross expen- 
ditures only, it is properly included in the collecting the 
general accounts so as to render control 
possible. In 1908 England spent on the collection 
of the cuvstonis duties £1,050,832, on that of the in- 
land revenues £2,416,000, on the post-office gains 
£17,592,854 ; the cost of collecting the total revenues 
of about £154,000,000 is about £22,000,000 or about 
fourteen per cent. This seems an extraordinarily 
large deduction, but the amount is large because of 
tlie large amount of expenses connected with the rela- 
tively small returns of the post-office and the deficits 


t 



ux wic mm some oilier wi'viees. 1 lie 

of Gollectiiig customs is only a little tivor tln-ee pfr 
'cent, of collecting tlie inland rcyciiueK 1,‘ss than two 
and one-Iialf 2 .er cent. In the I'nited Stales the 
cost of collecting the customs duties was alx.iii ihree 
per cent in 18011, and live per eein in 1804. i ij,. 
receipts fell off in that i)eriD<l from 
$130,000,000, but tlie expenses did not fail off eoi.. 
1-espondingly. Tlie cost of colleeting tlie internal 
revenues in 1893 was about two and one-lialf jam cent, 
in 1894 it was about three per eeni. In liHlil the 
customs revenues were $300,251,877, and tbe cost of 
collection very nearly three per cent. In tlm same 
year the internal revenue ivas $24 0,1- >0,2 12, whieb 
cost one and three-fourths i>er cent to eoliect. The 
internal revenue department reports that the averao'e 
cost of collection since the creation of the bureau 
has been 2.70 per cent. 

Seo. 2. The exi,enditure involved in tlie payment 
of salaries to legislative officers, when any kuoIi are 

part of the ex- 

ti«i depart- ponses caused by the inainl.enaiu '0 of such 

^ Miea; There are the olerks, ai.lee, pajei, 
etcvia mreed, ate attend..™ the bed™ d,,,. 

mg; their session, the, exnensea nf ...i.- i . 


iiltiilil ' l i : ; ' , 
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of wliicli together form no iii.consideral)le burden on 
the linances of every nation enjoying legislative gov- 
ernment. These expenses also extend from the 
federal governiiient down to the iniinicipal govern- 
ments. The desirableness or nndesirableness of pay- 
ing legislative officers for their services is a matter for 
political science to determine, and depends in large 
nieasnre upon the traditions of the different peoples. 
In England relatively little is spent in this way in any 
of the legislative departments of the government from 
Parliament down to tlie parish. But in that country 
there is a tradition of unpaid public service that gives 
her much help in this direction. In tlie United 
States the direct emoluments and other legitimate 
expenses of the federal Congress, and the direct and 
indirect, more or less illegal, raids by the common- 
wealth legislatures on the treasuries, as well as those 
made by the city councillors and aldermen, are very 
large. It has been estimated by Mr. Moffett^ that 
in the 52d Congress of the United States it ^ 0 ,?^ of 

cost ^5^4,593,922.60 to maintain the House 
of Representatives alone, for one year, exclusive of 
election expenses, or about §6285 a day for each day of 
its existence, including Sundays and holidays. Of 
this amount §3,320,000 went for salaries. There 
were, therefore, §1,180,000 spent on travelling ex- 
penses, clerks, subordinate house officials, and contin- 
gent expenses (including about §100,000 for stationery 
and newspapers). But this is by no means alL 
^ Buggestiom on Government^ p. 150. 
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The expenses traceable mainly ti; this SKiircti in the 
reports of the auditors, of which jnihlic pj'intiiiH f,,r 
Congress is an important item, font up ii> ahmit 
17,000,000 per annum, or for the two years of the 
life of a Congress •'5=14,000,000, 'I’lie real cost of dm 
federal legislature to the country is e\mi larger than 
that, but the items are not etisily traccabli* in tim re- 
ports, and some of them, like election exjK'ii.ses, are 
not reported. In 1900 the tad <liHl)iU'sena'nts for 
Congress, one year only, tvero pnhHe 

printing .15,746,177. Since then the salaries have 
been raised from $6000 to $7500. Diret'i ly 1 raeeahle 
to the legislative departments of the federal eommnu- 
vvealth, and local governments were costs amoiuiiing 
in 1890, to .$10, .500,000, and by 1902 these had growl 
to .$12,660,309. Ihe only expenses direcliv aUa'i))n- 
tabie to this source in Englaml are for tlu^ oirua;r.s of 
Thecostof the House of Lorils, .£37,257 (in IjMKi) 
Turliam^nt. and for the olHcers of the 1 louse of ( Join ’ 
mons, .£65,576 ; total .£92,883. But many exnens.w 
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involved ill tlie ..support of local or semi-local legisla- 
tive bodies/ For tlie United States, there are the 
State legislatiires and ; the city councils, oosto/iomi 
and, for England, the local governnieiit 
board and the county and municipal councils. Of 
these, only the commonwealth legislatures are purely 
legislative in character, ' The others perforin func- 
tions which are better described as administrative. 
It. is so difficult; to .obtain, a correct estimate of the 
particular expenses for the support of these subordi- 
nate bodies as , to be ; ail . unprofitable . task, These- 
bodies, too, are- so -intimately concerned .in ■ the ad- 
in,mistratioii of ■■■the - other, functions that., .we gai.ix. 
little .by isolating ’the mere expenses of their maiiite- 
nance. . ;With the.''commomv6alth legislatures, how- 
ever, the matter .is '' .different... ; ' These : are purely 
legislative,- ,, In- most commonwealths the. The cost of , 
legislatures are . paid-._pe.r.' they. ■- 

are prevented from running up too large lutnres. 
bills by the limitation of their term. Tlie 2 )er diem 
remuneration and mileage are fixed by law, and 
range from 15 to $10 a day and from five cents to 
ten cents per mile. A loophole for additional ex- 
pense is left by the necessity of allowing the legisla- 
ture to appropriate money for incidental expenses. 
In some commonwealths, as for example in Califor- 
nia, this power has at times been abused to such an 
extent that the contingent expenses amounted to much 
more than the mileage, regular clerk hire, etc., com- 
bined. Money was spent for the Ixire of personal at- 

« 




w. mat timr con- 

is self-evident. The 
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tendants on members, steiiognijiinTs. clc'i'k-s, (‘it-.. f,,r 
tours of inspection to various instimtions. am] i.lie]ik.>. 
This abuse became so fliignint in ( ’iilifontia (hat it 
was eventually prohibited by a consUiuii.iual aim-ml- 
ment limiting the expenses of the hgislai.iire. Must 
of this exjienditure contravene.s the rule of economt. 
Jhngland ill the absence of tiie federal system is 
spared tliis expense. 

A very eonsiderablo part of ilie expmist* of main- 
taining the judiciary is treated as a niatier of emu- 
Custo/nuihi- benefit. Tiiese expemlitun-s are 

tainiiif/tke suftieient to insure the eontinued (-xist- 

jtidldam. « ,, 

ence of the courts wliether they have 

any litigation before tliem or nol. But tis sonu- part, 
and often a very considerable jiart. of tlie costs of 
actual litigation falls on tlie litigants, and as tiio 
courts are, in most places, almost, couiinumislv en- 
gaged in work of tliat kind, it seems more eonsistent 
with our classiflcation to treat this «.xp<mdituro as 
one partly for private benefit, under class three. 

Sbc. 8. The construction and maintenance of 
public buildings for the oonvenience of tlie oxecn- 
Pnhiii} bum- five and legislative departments and for 

other purposes is one of the most impor- 
tant although not one of the largest items of expen- 
diture. The i construction of such buildings is of 
pourse necessary,. That they should be imposing 
edifices, handsotnely decorated and equipped, is a 
mattpr.pf.nati''"'-’— ’ ■' 


I 
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exfcravagaixces and theft which h too often accom- 
panied the construction of such building's in the 
United States are too well known to need disciissioin 
They are purely abuses and need no further words of 
condemiiation than they have always received. The 
cost of construction may be regarded as a periiianeiit 
investment, not yielding a money revenue, hut im- 
portant utilities. The federal government sxoemis 
annually about 13,500,000 upon public buildings. 
In 1902, including new buildings and sites, the 
amount was $6,610,475. From 1789 down to 1882 
it spent $85,591,590 for the same purpose, or an av- 
erage of about $900,000 per annum. In 1890, all the 
different branches of the government together in the 
United States spent $56,841,147 upon public build- 
ings. The British government spent, in 1894, 
JJ1,750,000 on the special account of public build- 
ijigs, but t lie re are a good many similar expenses 
included in the other supply services. These expein 
ditures are obviously subject to great fluctuations 
from year to year, so that the figures given are merely 
illustrative, not typical. 

The exact annual value of these utilities to the 
government cannot be directly estimated in money. 
Indirectly it might be estimated as the Fhemimof 
equivalent of the interest on the sums 
which it would cost to replace them in ^ ’ 

the most economical manner, less the annual cost of 
the repairs. As, in some cases, the original expendi- 
tures were extravagant and wasteful, this method of 
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computation would result in a smaller suiii tbaii t!ie 
interest on the original cost. 

Ssc. 4. A nation differs from individuals in tliat 
no law can be imposed upon it by iiny c*xteri!ui Imniuii 
power. The enforcement of the rights and obliga- 
tions of nations in their intercourse with one aiiother 
is left to the different nations themselves. As long 
as international law offers no peaceful ineans of re- 
dressing wrongs, war is the only resounaa Inter* 
national law,” says Woolsey, assumes lliat ilu^re 
must be ‘wars and fightings" among the naiions/' 
This assumption is universally eori'cct. There are 
no signs, as yet, in spite of the peace conferences at 
The Hague, that nations wdll cease lo consider tlmt 
war, or at least the actual preparation therefcnvaH its 
The cost of preventive, is an absfdute necessity. 

defcneXs tm- The whole theory of the iiuhipendenee 
avoidable , . t , r. * 

and equalitw of sovereign Mates, upon 

wliicli iiitemiitional law proceeds, thrown the miiin- 
tenance of national dignity, honour, and I'ecognised 
national rights upon the nations themsfilves. The 
extent and characder of preparation for war in uiieh 
State depends upon its lustory, national i-hariKdor, 
and geographical situation, d’hiis, the warlike tra- 
ditions, the mutual distrust, and contiguity of France 
and Germany, impel to extensive preparation for 
war, and similar considerations affect other nations 
of i Europe. On the other hand, the traditioirs, 

, n$,tionai character, and geographical position of the 
i Cnited States, until after the war with Spain in 
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1898, led to a feeling of security, and a preparation 
so insignificant, compared to European ariiianieiits, 
as to call forth continual warnings and protests from 
military aiitl unities. As a result of the acquisition 
of territory in the Pacific, and in the Orient, there 
has been tlirown upon the United States the burden 
of maintaining the bulwark between the white and 
the yellow races, on the western side of the territory 
occupied by the 'whites. The unavoidable expenses 
for this purpose, while they liave not yet readied the 
magnitude of those of England and of Russia for the 
defence of the eastern side of their outlying posses- 
sions, are already large and are growing rapidly. 
The necessity and probable continuance of this bur- 
den on the finances of nations being thus predeter- 
mined, the only task for the student of fiiiance is 
to ascertain how great a burden this imposes on the 
treasuries and what possibility there is for some 
return. 

There has been much discussion of tlie relative 
merits and economy of the different metliods of 
army organisation. It is pointed out 
that the German system of compulsory tems of amti/ 
service of all citizens without reinunera- 
tion shows a much smaller cost, per man, than tlie 
English and American system of paid enlistment. 
But it is urged again that there are in Germany 
a larger number of expenses involved in the army 
system than those of the government, as the per- 
sonal expenditures of the soldiers, the cost to the 
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country from tlie disturbance of ])roilnt‘lio]i, the 
extra costs of enrolment, of free qnarlers durin.i,'' 
iiuinceuvres, etc., wliich do ina. ajipear in iltc Iiiidq’et. 
but u-hicli sliniild lie eoimted in Ind'ure any fair 
conipai’isoii can bo uuide. It would smun that, in 
the end, the actual net expenditure for lids ]uu])ose 
could only be as innob less, per man. as the standard 
of living of the soldier is less in ilm one cuuidrr 
than in the other. And on this ground it might 
be urged that the (lerman system, whi.-h gives the 
soldier but little spending money to waste, and bv 
very strenuous measures inculcates thrift and almost 
peniiri(.)us Gcoiioniy, is on the wliule the chouptT, 
How much again this lessens the ellieieney, ])er 
man, and necessitates a larger nnmber of soldiers is 
hard to estimate. In England the volimtesu- system, 
while adding somewhat to the cost, does md' make 
as heavy dnuns on the treasury as do the (lerman 
reserves; but as the expenditure by the individual 
members of the voltiuteer service is for a piibliu 
purpose, it is a part of the cost f)f the system, and 
a part that is very difficult to estimate. On the 
whole no accurate comparison is possible, 'riio tmt - 
ual expenses of the different nations as they ap- 
pear in the budgets are as follows : England, 1 H04- 
1895, army £18,000,000, navy £18,700,000, together 
£36,700,000 ; 1908-1909, army £27,459,000, navy 
;£32, 319,500, together ;£61,778,500. United States, 
s ®^^’®00,oqO, ^ navy 831,700,000, total 

j p6, 200^000, but; this ipqliides over 816,000,000 for 
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the construct ion of new vessels. In 1906, the 
United States spent on the militaiy establishment 
046,692, and on the navy $110,474, 264, together 
$228,420,856. Including the amounts spent by the 
commonwealths the total* expenditure for military 
purposes and the navy in the United States were, in 
1890, $57,544,617, and in 1902 over $200,000,000d 
One of the main features of the American system is 
the establishment of training schools for officers, cost- 
ing $300,000 for the military and $220,000 for the 
naval academy. In most countries the preparation 
for war is a source of rapidly growing expenditure. 

Aside from maintaining the integrity and the dig- 
nity of the State, which are, of course, the greatest 
conceivable public benefits, the expendi- emiom- 
tures for tlie army and the navy yield (irtdmjcha 

I T . * retm'iufor 

little direct economic return, llie navy miutarn ez- 
protects the citizens abroad and contrib- P<^naitures. 
utes thus to the pursuit of commerce ; \ while the 
army, likewise, keeps open the cliannels of internal 
trade. In those countries wliere the entire male 
population is passed througli rigid military training', 
the military system supplements in a very imp^ortant 
manner the general educational system and gives 
valuable mental and physical training. Countries 


1 Tiie exact amount cannot be stated as tlie census report, tlie 
only available compilation bringing together the expenditures of the 
commonwealths, includes the expenditure for police with those for 
the militia. The items are: Federal expenses, army and navy, 
,237,229 ; for increase of navy fS>26,607,104, and common vvealths’ 
exxienditure, militia and police, -$54,551,829. 
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with a small standing' army particiiiate in tliis 
benefit to a iinieli smaller degree, 'riio existence itf a 
strong military spirit fosters the virility of a [icople, 
and hence contributes to its inaidiood and criicicmcy 
in every direction, while the absence nf that, spirit be- 
tokens effeminateness and degeneracy. But tlie.se 
are benefits that cannot be measured slat ist icall v, nor 
in money, ami must be left for tlie Hociulogi.sts to 
discuss. 

The expenses of actual war are not a part of tbe 
regular budget of modern nations. 'I’licy are ahvavs 
Theexpen.te treated as exceptional or c.xtraordinarv 
of war. expenses. Besides tlie .sums actually ex- 
pended by tlie public treasury tliere arc many indi- 
rect lo.s.ses and expenses involved. Aecfirding to ilie 
estimates of Wilson^ the cost of wars to Mngliind from 
1688 to 1882 was over .£1,258,680,00(1. ’ilie esti- 
mated co,st of the Boer War to HnghuHl was over 
.£182,000,000. The cost to the LTnited 8taics of the 
Civil War is hard to estimate. The fhdit incurred 
amounted to 11,845,900,000 ; $800,000,000 of revennos 
were spent during the war ; commonwealths and 
cities spent a part of their current revenues and 
lolled up debts, and the pensions will probablv 

amount to over $2,000,000,000; $6,000,000,000 repre- 
sents approximately the actual expenditure by all the 
governmental agencies on the side of the Xorth. 
i j‘<The general preparation for internal peace and 
security and the prosecution or punishment of the 

^ Th^ MUmul Bniget, elx). 
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disturbance of that security by individuals or small 
groups of persons is a very importaiit 
item of ex}>ense. Such secaiiity is gen- 
erally inaintained by the police and tlie iniiitiiry. 
In tlie United States the chief expense is borne by 
the cities. The states and counties have their own 
police officers for this purpose, as do also towns not 
cities. Tlie cost of the police for the whole of tlie 
United States was, in 1890, 23,984,376. In 1902 

the (?ombiiied expenses of the police and of the com- 
monwealths’ militia was §54,551,829, 

Sec. 6 . The building and maintenance of roads 
is a source of expenditure wliicli vrell illustrates the 
general trend of development. Adam Sniitli re- 
garded the maintenance of roads as an . 

activity conferring so special a benefit on roads, a mn- 
the individual user that he should bear 
the burden. Even Bastable places them among the 
‘‘‘ industries of the State.” ^ But the universal ten- 
dency is to make the maintenance of roads a coniniori 
burden because conferring a common benefit. The 
care of the roads is generally a duty of the local 
goyernments, and in the United States the first taxes 
laid in the colonies, and afterwards in the new states, 
were for this purpose. The federal goveruiiieiit 
stopped spending much for roads and canals after 
1840. In the period from 1789-1882 the total ex- 
penditure by the federal government Avas only 
§19,906,465. In the year 1890 the comiuonwealths 
1 Pp. 193, 194. 
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and local governments spent on mads, 

sewers, ditches, and bridges. In 1‘dOd lids uiumuit, 
including street lighting, anioiutted lo !?14.'!.l;ts.s;]7. 

The inaintenance of waterways, madsieads. har- 
bours, rivens, canals, is also a pnblii' fuiielinn. 

Canals, to be sure, have passed, or are 
passing, through the saine develupineiit 
as roads, and in some respeelH harbours 
and rivers have also done so. In the United Slates 
the dredging and improvement of the faeililies for 
navigation in rivers and harboni’s arc t!u* onl\- im- 
portant items of “ internal improvLunenr '' ihat liasc. 
been consistently held in the liands of liie feth;ral 
government. From ITSi't-lXSd Congress sjamt 
iSlOd, 882,717 on rivers and harbours, and in IXbO, 
$11, ( d 1 ,4.18 were spent thereon. In 1 d02 t be a nii nmt 
was $19,590,082. In the .same line is tla^ main- 
tenance of lighthoiise.s, signal-stations, the weutlier 
bureau, and life-saving stations. Tlie last-naiued 
is in some countries supported, in purt, by pri- 
vate contributions ; in the United States it cost.s 


PubHic as^'^isi’ 
a rice to aaci~ 
gafkm. 
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for the development of its future citizens. But 
the » expenditure of the various eoiintries for this 
purpose cannot very well be compared, because it 
is very difficult to obtain a complete statement of 
all the outgo under this head. The local govern- 
ments generally have certain lower branches under 
their control and pay a part or the whole of the 
expense of those. In federal governments the re- 
mainder of the system is generally under the control 
of the component parts. The United States federal 
government has rendered assistance to the coinmoii- 
wealtli and loca! schools by grants of land of un- 
kiiowii, but very large value, and by the collection, 
and dissemination of information through a bureau 
of education, and in various other ways. In Eng- 
land tlie provision for education made by public 
authorities is generally less than in most other 
countries, the sole exception being the provision for 
technical education. Until very recently this line 
of public activity has been X'egarded by that couiitiy 
as one conferring a special benefit and to be paid for 
in part by fees. But it is now pretty clearly the 
accepted policy of all modern nations to provide at 
least the iirimary education necessary for Eiementajnj 
every citizen as a common benefit and to 

. n , treated a 

make it compulsory and tree to ail the common 
recipients. In treatment, then, it is re- 
garded as being as much a benefit to the rich child- 
less man to have the sons of his poorer neighbour 
educated as that he should have the protection of 



58 iNTRonvcrrox TO pvni.ic fjxaxce 


PAKI' I 


the police in the enjoyment of his properly, ant! he 
is made to pay on that principle. Jii to 

higher education as given in tlie secondarv schools, 
and technical education, IIuto i.s no sindi unifoniii! v 
of practice. Education in tlie rudinii in.ny niccli.nii- 
Techn'mil cal arte is in fact bccoiniiig as iuiixirlant 
education. a accd of society as elementary eiiiicat ion 
in the usual branches. As tlie i)acc of indnsliy be- 
comes more rapid and its organisation more pcj'fcet, 
the possibility of giving tin's sort of insnaictioii by 
the old appreuticeshiiJ system vanisbes. J'licre is 
no place for the boy in the modern Xaetury. ]’ri- 
vate initiative cannot be dejteiidcd ujion to sujijilv 
the opportunity for this sort of education. 'J’he 
State has to do so if it is done at all. In this re- 
spect many of the English cities are far ahead of 
any American city.’^ 

Whether college and university education should 
be given the recipients free of charge at the common 
Vniversity Cost is, in practice, also an ojam question. 

emlownnmt.s been 

acomtmn made for this purpose, it is jirobable Ibat 
henm- the question would long ago Jiave b(;im 
settled, and that this branch of education would 
have been treated as the priraaiy was. University 
education, even though enjoyed "by but a relatively 
small number of the citizens, is quite as “reproduc- 
tive ” and as beneficial to the State as a tvhole as 
.even a widely diffused system of primary schools. 

1 Shaw, Municipal Govet-nmant in Great Vrituin. 
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It is P] 1.1 lie as iniportant, if not more important, to 
liave liigiily trained leaders of public action and 
tliongl'tt us it is to have a low degree of intelligence 
widely disseminated. The university as a centre 
for researcli alone is worth many times wliat it costs 
if properly conducted. In proportion to the benefits 
which it confers on the State it is, where run at the 
general cost, the least expensive part of the whole 
system. The provision made by many of the west- 
ern commonwealths of the United States for the 
liberal support of universities from the public funds 
has been without exception the most beneficial and 
economical expenditure they have made. In Ger- 
many, too, a large part of the expense is borne by 
tlie State. Closely related to education is the main- 
tenance of museums, libraries, picture galleries, and 
scientific investigations. These comprise in most 
countries an important part of the provision for edu- 
cation. In 190l) the following amounts were spent in 
England and Wales for educational purposes : by the 
local educational authorities <£20,403,985, by the board 
of education out of parliamentary vote <£12,604,048. 
Parliament also voted ^1,708,201 for primary schools 
in Scotland and <£1,466,574 for primary schools in Ire- 
land. In the United States in 1890 the total public 
expenditure for education was #145,583,115, which 
was by far the largest expenditure for any one p)urpose. 
By 1902 the annual expenditure for education of a 
public character had increased to $281,219,278. 

Sec, 7. Indirectly all public expenditure aids pri- 




m mmoDucr/oM to fceijc itxjxvt vhm i 

vate iiultistry ami commerce* lint tlierc arc main 

Amsumwof ti't'iiUMl ami 

mitu.itr;i and regarded as coiiferriiig a cinuinon Inam- 
ommc-ce. ;»;rriling in tJie 

good of certain persons. Bounties an- soiiiet iim-s 
offered for certain products. Knterjjrises of variims 
kinds receive subventions or partial ami even com- 
plete exemption from taxation. The so-called jiro- 
tective system involves an indirect exjMmditure of 
the people’s money in the .same way. The expeusc 
of maintaining the currency, of hiiilding and keep- 
ing up roads, canals, harbours, and the like, is of the 
same character. So are many public buililings, as 
exchanges, markets, slaughter-houses, sinielnres and 
grounds for public fairs and the like, and commis- 
sions and other organisations for collecting and 
disseminating knowlodge ooneerning horticulture, 
agriculture, and various industries. I'lie niainle- 
iiance of a system of weiglits and measures tilso 
belongs here. Besides all those mentioned and some 
others which are generally treated as expenditures 
' . common benefit, there are a great many 
i things which the State does for the benefit and as- 
. I ; , ^ distance of industry and commerce that are regarded 
1 1 J ! I ’ as conferring special benefit and treated as sueli. 

I i ! 1 1 j ; administrative control of private industry 
; I ; I Oontni of oommerce has become a necessity- on 

if' lliSfi''*'''’" growing power of modern 


Organisations of capital and the grow- 
toortance of tte “ public ” functions which 
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iiuiiiv of these private enterprises perform. The 
necessity has been widely felt of controlling indus- 
trial monopolies, and we have numerous cominissioiis 
for the regulation of railroads and other public-service 
industries. To this branch of expenditure belongs 
also the cost of the control exercised over the pro- 
duction and sale of foods for the protection of the 
public health. This is mainly an expenditure of the 
local governments, although it occasionally enters 
into that of the central government, especially in the 
cUvSe of imported foods. In the United States the 
federal government has assumed this important func- 
tion, and many of the states are supplementing its 
work. TJie cost of the enforcement of sanitary reg» 
Illations of all sorts is another expenditure of the 
same cliaracter. 


ClI AFTER III 



EXPENDITURE FOR THE BENEFIT OF IKDI VI DUA LS 

Section 1. In this chapter we shall i/eiisitler the. 
remaining three classes of cxpeinlitiire* Tla^se are nut 
so very closely akin, hut have one | Hah it i)f similarity; 
namely, that they are all regaDlcal as to a grinder or 
lesser extent for the particular benefit of iodividual^. 
The first, however, is not so treated by any nation, hut 
is treated as though it were an expendilnre for the 
Charitahie benefit of alL The relief of indigence ami 
expenditure, protection of society against the insam^ 
and the criminal, tlie care of the feehlenninded and 
otherwise defective classes, and the (‘arc (»f th(3 sick 
are among the most costly and nnmt discouniging iVu- 
tures of public expenditure. In tlu‘ riduid Hiates 
the expenditure for pensions, chariiit^s, and graini- 
ties amounted, in 1902, to f 19d,fe2<kdi>lh Cienerally, 
even after the State has done all that it can 'Ini in- 
duced to do, there is still room for privates cffcu‘1 in 
the same direction. The expenditure by |.)rivat(^ 
persons and societies for exactly the same purposes is 
possibly larger than that of the government; so 
that this is one of the heaviest of all public expendi- 
tures. The relief of poverty has generally recei ved 
Tnore attention in treatises on economies than in 
' , ' ’ i ' m 
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works on public finance. But it belongs very prop- 
erly to tl'ie latter science . as well. It is generally a 
local, rather than a national, expenditure, but on 
account of its vast size and economic importance has 
often received the attention of the central authorities, 
and is in many cases, at least partly, under tlieir 
control. There is almost no expenditure that fails 
so signally to accomplish anything like permanent 
results. As frequently administered, poor relief has 
aggravated the very evils it has been intended to re- 
lieve. The words of Malthus are still true: 
have lavished enormous sums on the poor, which we 
have every reason to believe have constantly tended 
to aggravate their misery.”^ Yet the expenditure 
is necessary, indeed imperative, and will be so as 
long as the present sentiments on the subject pre- 
vail, unless V'C gan remove the causes. That this 
may be done b)^ the extension of educational facili- 
ties, especially technical schools, is a frequent con- 
tention. The systematic relief of poverty in such 
manner as to lessen its evils has recently become the 
vstudy of scholars and of able administrators and some 
progress lias been made. The student of finance need 
not enter into the question of the causes nor of the 
cure of poverty. Indigence there is, and the State 
has assumed the duty of relieving it The rnoclerii 
methods of relief are fast coming to be as economical 
and efficient as the conditions under which they are 
necessarily administered admit. Like Avar, this is a 

t P- ^38. 
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form of expenditure that shows little tangible result 
that can be measured in terms of money. 

The general principle applied ui the granting <>! 
eontinimd assistance to the poor is that tl.e cause 
Tkepnuciplc. of poverty to be reiieved must be siiC 
gomrntny tht caiHiot be reniovecl by the iiHirviu- 

Stel!' ual efforts of the candidates for assistance. 
In. Other: cases, temporary assistance is reinlertsL 

Those who can help thtunselves are .Icsired to do 
so. The four agencies which .really work tugether 
toward the same end are the civil, lim' ceelesiaslical, 
the associated,! and the individual. These .should ail 
work harmoniously and should avoid duplicatiu'.’.' oi 
work. The assisted persons slumh.l,sf> lar us pcssi - 
ble, be put under conditions which will iuiabic them 
to help themselves ■■to the. .llnhted extiUit tliat, they 
are able. The repression ol va^'rani^} and the pnii- 
islimeut of wilful paupers, wlio arc really ahh* ti» 
support themselves but unwilling to do so, is Icii to 
the courts. 


Although poor relief is mainly a locad duly, (ircat 
Britain contributes ^£710,000 annually from the 
tral treasury for ‘‘ nomeffoctive and chiiriiable ser- 
vices”; of this, however, over £500,000 are for 
pensions. In the United States in piildic chiiri- 
ties alone (not including pensions) cost #58,400,000 : 
hut this sum does not include the value of provisions, 
etc., raised on the poor-farms, or at the workhouses, 
of which no accurate estimate can be formed. 

1 Associations or leagues of charitaWo organ Iteatloiis. 
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Yeiy (lifforent from the older sort of poor relief 
is the institution of old-age pensions on the insiir- 
aiu'e plan. >Sueh institutions, for example, as the 

(Tcnnaiu fur eo]n])uLsory insurance may ^ 

' ' ^ ^ ^ Ins'umnce . 

be made self-supporting and in time agamstoid 
promise to relieve the State of a part of 
the burden of poor relief. Still different in principle 
is the old-age pension system adopted in England in 
llMjS. Under this system it is provided that eyery 
man or woman, wlio has attained the age of seventy 
years, and who lias been a British subject and had Ms 
or her residence in the United Kingdom for twenty 
years, and whose means do not exceed 
.£81 l(h'. (or about ^150) per annum, age pension 
sliall be entitled to receive a pension, 

The amount of the pension, wdiich is to vary 
with the private income of the pensioner, ranges 
from one to five shillings per week. Funds for 
the administration and for the payment of the pen- 
sions are to be provided by Parliament. This system 
appears to a foreign observer to amount to an ex- 
tension of the relief to some persons who would not 
otherwise receive it, and to a transfer of a part of 
the expense from the local to the central govern- 
ment. It also seems to take away some of the stigma 
that attaches to the acceptance of poor relief under 
the old system. There is some doubt as to the 
amount that this will cost. It is estimated that 
600,000 persons will satisfy the conditions and be en- 
titled to pensions, and that the cost will be about 

S' 

» 
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£6,000,000 per annum. But no eHtimatt! isavaiiaiilf 
as to how much this will be offset by the rediu.-lion 
in the cost to the local governments. 

Modern society supports the insane iiiul criminal 
classes at public cost. In this way llie greatest 
imamaM possible saving is Tinule. Indeed, the 
criminal cost need iiot be nearly as great as it is. 
made self To a large extent prisons can be iiiaile 
porting, ■ self-supporting. It is jHirfcHbly iVjisible 
by a proper division of the field In ' tween the 
different institutions to make tluj priseiis, insane 
asylums, and the like entirely self-sustaining. Hard 
labour is frequently a part of the eriininars sentence: 
the less violent insaim can be made to work, and 
something can be got, by proper supervision from 
the feeble-minded and tlie paujiers. i>\ an exeluingc^ 
of products between the different institutions the 
necessary diversity can be obtaimah 'fhere is little 
excuse for the too common uselessntsss of the hibonr 
imposed ; the tread-mill and oakum pii'king our 
older prison discipline; the digging (d uniHaaled 
ditches by the insane, etc. Exchange of pr«Khnd,s, 
too, avoids the danger of eoidliets witii the labour 
unions, which so often arise when a prison attempts 
; ' to make a product for sale in the open market. 

This expenditure is very closely rtdated to tlie one 
i ^ ^ _ for the maintenance of intermd peace and security. 
I . h ^ The burden falls mainly upon the finarK3es of the 
I ? ; y central government, or, in a federal State, upon those 
' ; . : of the component commonwealths. The policy of 
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isolating the defective .classes, the imaiie and' crimi- 
nal, the deaf and dumb, the feeble-miiided, and the 
like, is an economy for society as a whole, and if it 
can be made to prevent the propagation of these 
weaknesses, is far-siglited. 

Hosj)ilals for the sick are imperative needs in the 
case of infectious diseases ; they are great blessings 
and very desirable from the standpoint 
01 expediency in ail cases, liie opposi- 
tion occasionally manifested by selfish private med- 
ical practitioners to public hospitals is a sufficient 
proof of their econom3^ E’ortiinately the modem 
attitude of the medical profession is strongly for 
preventive measures and consequently favours the 
erection and support of hospitals. Generally this 
is a local expenditure. Certain branches of the 
government, like the military and the naval, have 
generally found it necessary, on account of the large 
number of persons in their employ, to make provision 
by hospitals for the care of their own sick. The 
maintenance of fpiaimitine stations for the isolation 
of persons coming from infected countries or districts 
is a national affair. Its cost may at times rise to 
a considerable amount. But there is no question as 
to its necessity and economy. In the United States 
there are arrangements for quarantine between the 
different States, partly at the cost of the federal gov- 
ernment and .partly at that of the common wealths. 
Quarantine against plant and animal diseases is similar 
in character, and the expense is met in similar ways. 





mtrodi/ctwn ro public Fm.uvc/-: vava- , 

«EC. 2. Old-age pensions for nflicial.s whoso liv..s 
a^e been spent ni the public service, or h.r .suhlitu-.. 

whose health has siiffcnHl, fur the .roo.1 
of all, are but the proper recognitinu „f 

.■eserved the ™go, h-om y„,„ t , », ,, 

penditure for the <lei»rto,e,.,e ,» 
peMroned belonged before they retire,!. lt„, . 
th« ettpenchtare beeome^ „ it i„ rf.^ . J ^ ^ 'I 
arge measure in America, a means of , if 
political services rendered to canSh.: 1 T p p i'; 
oftce, It cannot be placed anywhere hut in c -i 
being then an expenditure for the hmiefit of' '' 
persons considered as though it were for Hu T 
of.^1. The repu, i„ere,e,e“„f erpe,, ‘ 

purpose ,n the United SWes, as weil a, " 

, C^MLZtnlnT-'Sder ■ 

which require only that tliere shall he s.Si'.'i.'l 
that the applicant i, entitled to a pension all U 
,who base their d.™ on inability hr “it Ir ! 

iTh. abuse „? the sy^ 
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amount of pensions increased after the Civil War, 
rapidly but irregtilarly. The following table shows 
die liighest and the lowest points of each fluctuation: 


1805 . 




1 3,525,153 

18(19 . ' . ■ 




. 28,476,621 

1871 . . , . ' . 




. 34,443,894 

1878 " . ■ , . , 




. 27,137,019 

1880 . 




. 56,777,174 

1883 




66,012,573 .'y .. 

mi' \ . 




: 55,429,228' . 

1889 . ' . : 




87,624,779 

1890 . 




. 106,493,890 

isno . 




. 159,357,557 

1891- , 




. 141,177,284 

1895 . 




. 141,395,228 

1890 . 




. 139,434,001 

1.S97 . 




. 141,053,104 

1898 : 




. 147,452,368 

1899 , 




. 139,391,929 

1900 . 




. 140,877,316 

1901 . 




. 139,323,621 

1902 , 




. 138,488,559 

1IJ03 . 

1 Of PI 




. 138,425,646 

iOUi 

lim.'i . 




* JL'XJi 

. 141,773,904 

lOOfi . 


. 


. 141,034,5611 

The total disbursements for 

pensions for all wars and for the 


regular establishment down to 1008 were : War of the Revolution 
(estimate) 870,000,000; War of 1812 (on account of service without 
regard to disability ) 45, 694,665 ; Indian wars (on account of service 
without regard to disability), $9,355,711 ; war with Mexico (on 
account of service without regard to disability), )ii40,876,879 ; Civil 
War, 13,533,593,025 ; war with Spain and insurrection in the Phil- 
ippine Islands, 8*^-»563,635 ; regular establishment, 812,030,947 ; 
unclassified, $16,393,945. Total disbursements for pensions, 
13,751,108,809. 
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C^rcat IJritain spcuds about ,£.>o0,()00 on “supor- 
annuations and retired allowances.” in \arion.s do- 
partmente; but special pensions for distiiiynislu'd 
services, military and naval, civil and jmlicial. amount 
to over .£110,000 more, and some mbcrs arc cmveivd 
bj the supplies for the diflercnt dcparlimaus. 

SiiC. 3. Under this class belongs also thal cx])cn- 
diture which is made for tlie development of indns- 
ti3 bounties and the prole(!tion of home iiiduslriivs 
apiinst foreign competition. 'I’iic latter c.Kpcnditnrc 
differs from the former only in that the sums spent 
do not pass through the hands of the ol’liecrs of the 
trea.siiry. The recipients of tliis assistanei' eollm-t it 
directly from llio comrilmiors in the 
shape of liigher jiriees foi- their wares 
than would otlau-wise prev;d!. With the 
economic side of this ex])emliture. and llu* 
or impo.ssil)i]ity of adding jteriuanentlv 
to the wealth of a nation by this process, j.iddi'c 
finance has nothing do. But as many important 
nations practi.se tliis form of expendii nre, \V(! cannot 
avoid at lea.st a statement of its eharaeler. 'I’hc 
revenues derived by the goverummit from taxes on 
the commodities actually imported will he eonsidored 
m Part II. But so far as any actual ‘diroteetion " 

IS afforded the home producer, it is an item of ex- 
penditure. In effect it is practically the same as if 
a subsidy or bounty were paid to the producers out 
of taxes collected from the consumers of the o-oods in 
question. This expenditure is made not mneh 


Asslatafice to 
indastri/ iti 
the form of 
ho an tie Hi and 
^'protection, ' 

possibility 
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ill tlie hope of increasing the total wealth of the 
nation directly as in the hope of obtaining a greater 
diversity of products, so that in the end the effect 
will be to increase the wealth, indirectly, by allow- 
ing for a g3‘eater division of labour, and conse- 
quently for more steady and efScient production. 
This policy has nowhere been begun as 
a permanent one, but one of its results is ainrmarmit 
the growth of powerful vested interests 
which make for permanence. Thus bounties are 
paid directly from the treasury, or protection is 
afforded to industries which it is hoped will event- 
ually be self-supporting, but which are not so at the 
time. At different times circumstances have caused 
this policy to be supported by different arguments. 
Praotically all the most important arguments have 
been used at different times in the United States, 
where protection has prevailed with scarcely a break 
from 1816 to 1909. The oldest of those arguments 
is known as the ^‘ infant industries argu- Argummuhy 
ment.” It is urged that new, ^ weak in- 
diistries cannot hope to live if subject mpporudv 
to the competition of older foreign industries. At 
the same time it is maintained that in case of war it 
would be practically necessary for a country to be 
able to supply all its own needs. This grows directly 
into the argument of List, which is in the main to the 
effect that a nation’s prosperity, in general, depends 
not so much upon the mass of wealth produced as 
upon the greatest possible diversity of its industries. 
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' “Ji' custom 01 tue home consumer. Fiimlly this argu- 
ment has been developed in tlie United .Smte.s into 
the famous “pauper labour" argument, and it is 
maintained tliat the home producer Jms been enabled 
to pay his workmen liigher wages tliun tlie same 
classes of workmen receive in fori'igu countries, on 
account of protection, and that to reiiiovi! that pro- 
tection would he to reduce the lionic workmen to 
the standard of life of the foreigners, 'I’iti.s latter 
_ ^ argument is largely an appeal to ela.s.s interests for 

: ^otes and is not wholly tenable. Hie infant in- 

argument, it is generally admitted, Is incon- 
• V testable. The strongest argument in favour of tlie 
continuance of this subsidising of industries has heeii 
developed from that of List. This may he restated 

pi'oductive energy of a 
1 : ) , i i j r i I ® outlets, as in exploiting natural 

; ; : I , iadvautages, there is a great danger that the natiozi’s 
economic life may become stagnant. If, however, 

; ^ ! i ’ ‘i ' j P’^dduction be diversified, even by an artificial pro- 
jb ; ;; 1 1 1 1 pess,,;it is much easier to keep the current of nroduc- 


CHAP, in EXPENDITURE FOR INDIVIDUALS 


78 


tive energy in motiou, allowing it to be tiiriiefl in 
whatever direction new advantages may open up. 

In England, which has for many years been re- 
garded as the classical home of free trade,” there 
ha>s recently been a revival of sentiment in favour of 
protection. But this movement has not resulted in 
establishing a protective system in that country. 
The reasons for the revival of protectionist senti- 
ment are the difliculty of furthering trade relations 
with countries practising protection and whose home 
markets are supplied by protected inanufactnres, 
and the desire for closer trade relations with the 
colonies. 

While it may be admitted that there is great force 
in the arguments in its favour, it must be remembered 
that protection is very heavy expenditure, not less 
heavy because it is hard to estimate its amount. 
There is a practical limit set by the wealth of the 
people to the possible amount of expenditure in this di- 
rection. If this process places too heavy 
a burden on the nation’s annual wealth in- a heavt/ ex- 
crement, tlie burden will not be borne, 
and the end defeated. Again, if the ‘‘protected” 
infant industries finally outgrow the need of sub- 
sidies, and fix prices by competition, the drain upon 
the resources of the countiy ceases. If they do not, 
the subsidising process may continue so long as the 
general mass of the wealth is not thereby too seri- 
ously curtailed. A nation may be able to pay for 
diversification of industries, just as it may be able 
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to pay for soliools, for parks, for inusciniis, for lihi'a- 
etc. But the limit of siieii f!xpt'niUluro is .sot 
by wliat the mition e, -in afford, 'I'his limii is lo,, 
frcfjueiitly overlooked; it is too oftoii foioolton that 
all iirotectioii is publio e.vpeiiditure. ,\o *■ 
tion is afforded unle.ss the judco is I’aised. Tiii: 
difference between the price that would have pre- 
vailed and the price tliat doe.s prevail is the amount 

the nation spends for tin's jnirpo.se. 'I'his is not 
offset by any direct gain in woahh. and can only he 
justified by the desirability of Jla^■ing a diversity of 
industries. 

Sec. 4. We now come to those expmiditnres that 
are treated as conferring a beiiciit divided between 
the particular individual who pa.ys for ivhal he gets, 
and the people as a whole win, pay in the general 
taxes for the general or eomnion benefit. The first 
and oldest of these is tlie o.vpeiiditure for the eoiirt.s. 
Ihe adjudication of disputes hetw,.en diiferent per- 

mTT i■'•iicli(,ns of 

nilnlstratlon 1 lui puyuhjiit of tho 

was originally thrown upon (ho suitors. 
But modern governments conceive that it is in u„, 
common interest to have justice universally ad- 
ministered. Upon the general and accurate admin- 
istration of justice depends in great measure the 
prosperity of business. But eitlier as a preventive 
o <00 lequent litigations or on account of the 
special benefit supposed to accrue to the suitor, tlie 
jcosts are divided, and one part paid by the people^ 
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tlie other — a minor part — by the suitor. In criminal 
cases the whole cost practically falls on the State; in 
civil cases the attempt is generally made to assess 
the cost upon the party at fault. In the United 
Kingdom, the cost of tlie judicial system was^ in 
1902, £797,866 including £133,542 for the land 
commission in Ireland. Of this total £350,400 was 
for Ireland alone. A large part of the local admin- 
istration of justice in England is rendered without 
emolument by the J ustices of the Peace. The United 
States federal expenditure for this purpose was, iii 
1902, ^57, 850, 000. The commonwealths, the counties, 
and tlie cities spend about ^§40, 000,000 more, making 
a total of over §47,000,000. Besides the mere decid- 
ing of disputes and of criminal cases, the judicial 
departments perform other legal functions of impor- 
tance, as, for example, the probating of wills, the 
disposing of property of intestates, etc. Somewhat 
similar legal functions are performed for the special 
benefit of the individual citizens by the administrative 
branches of the government, as registration . and 
legalising of deeds, mortgages, marriages, and other 
contracts, the granting and registration of copyrights, 
trade-marks, patent rights, corporation riglits, etc. 

In the United States the courts have developed a 
number of quasi-legislative and administrative func- 
tions of great importance. As the interpreters of 
the federal and commonwealth constitutions, they 
have had to meet new conditions, and indicate the 
bearing of the constitutions thereon. They have 
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often been called upon to interpret the of 

constitutiorud eusrnn!.s jliut liavei^rown up outside of 
the written documents, and Imve in (bis way oiveii 
those customs a t-ertaiu de^-ive of !e,r.|] proniinenee. 

I hey were iurmerly in some ch' the eoninionweahlis 
(following an old English custom ) allowed to deter- 
mine the local tax levy or apiHU'tionimuii. (,)iiiic 
recently, by the use of injunctions, they have exer- 
cised a sort of adiuiiiLst rati ve control over imliistrj, 
especiiilly as affects the relations of einplovers and 
employees in industrial muno].olies of public impor- 
tance, as, for exiimple, common carriers. In the con- 
trol of municipal corporations, b.itli by pnaishim. 
illegal acts and compelling due comj.lian.-.? with dis- 
cretionary duties, they have largelv performed the 
functions exercised by the administ naive ilepart- 
ments in Enrupc.i In all this work they arc con- 
sidered its acting for the common benelit. 

Bkc. o. Other functions that are similarly treated 
need hut to be enumerated. Among ibcin are the 
laying out and grading of streets, building of sewers 
tor the benefit of all the citmens, and tim speehd 
iBetternmitof “betterment” of the iironertv of ■ilmf 
tins Thl .tt 

.here is generally that the first cost is asses.so<l to the 
^specially benefited pei’sons, the subsequent costs 
, maintenance, etc., to the people, generally. The 
, apply of water IS similarly treated in many cities. 

the;best examples of this sort of expenditure 
s 0 y . i', ! : 1 See Goodnow, MutUe^i unle 
'i 1! : i ! i ■ b; : i : ■ 
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is that of the post-office, as managed in the United 
States. This service is almost entirely treated as 
conferring a special benefit on the users. A part of 
the cost of the distribution of newsixipers within the 
county in which they are published is treated as a 
public benefit* In some countries the post-office is 
so managed as to yield a sux'plus, in which case it 
passes into class four. 

Sec. 6, Expenditures of class four are part of 
the gross expenditure only. When a State spends 
money in wages and in the purchase of a plant and 
raw materials for the production of porcelain and 
the like, it expects to get it all back 
again from the sale of the commodities. 

The same is true of a city maintaining a gas plant, of a 
State railroad, etc. Originally, the State made use of 
public lands, forests, mines, etc., as a source of income, 
but now there are a great many industries and enter- 
prises which the State conducts more for a public pur- 
pose than for the gain to the public treasury. A city 
does not operate its street railways primarily as a 
source of income, but to guarantee the citizen good 
and cheap service. Hence the gross expenditure for 
this purpose is a verj^ important item. It is growing 
to be more and more so as time goes on. 

Some of the more important industries that the 
State carries on are for the purpose of supplying 
itself wdth certain commodities, as arms, Manufacture 
ammunition, war-ships, and the like. o/suppUes, 
Such industries are carried on from the highest 


78 MmoDucrio.v ro puh/jc ft x a, we 


I'AKr I 


branches of the governmeiil flown to the hnve.sl. 
We find, lor exaiiijjlo, many Aiiiiiriean siijipK-. 

ing a part of the support of the iniiiales of its pnhlie 
institutions by cultivating the Ininls <»f the po.ir- 
farms. 

Some of the most striking instaiiee.s of .such in- 
dustrial expenditure are cumicclcd u ii ij conniiimi- 
cation and transport, and with those industries thu 
managetneut of which, on account of the tcudfmcy 
to monopol}', is frequently put into jmljlie hands. 
Examples of this are immerons among tlntse already 
mentioned. Many industries liavfi been at flitt’ertmt 
times and places so managed as to cost more than 
they brought in. That is, they liavc resulted in a 
net deticit, not a net ])rofit. Tliey tlms jaiss into 
class three. 

A rather significant list of enterprises has in 
modern times been entered upon by the Stall', which 
might be, but are not, managed so us to yield a 
revenue that offsets their cost.' These arc mi'iseums, 
libraries, parks, baths, and the like, limy belomr 
under class one. " ^ 


PART II 


PUBLIC REVBMUBS 



CHAPTER I 

THE CHABACTEE ABD CLASSIFICATION OF FtTBLIO 
, EEVENUES 

Section 1. German writers on public finance 
generally begin tlie discussion of revenues with the 
statement that the State requires services ^he state re- 
and commodities. The services are fur- 

- - . . . ... and comm, odir 

nished by the citizens ; in primitive com- ties, 
miinities freely, by all, in virtue of membersliip 
in the State, later by particular ones who are 
paid for them . The commodities or wealth re- 
<] aired may be produced by the State or taken from 
tiie citizens. In the ancient primitive community, 
services are rendered the citizens as their proper 
contribution to the State. The commodities needed 
are for the most part furnished by the iiidividiials 
without any recognition of a transfer of ownership 
to the State. The division of labour necessary for 
tlie successful administration of more complex affairs 
of the modern State demands a separation of the 
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lieiwjiis permanently in the ser\i 
from the other classes, 'riiose, nu 
ported from Koinewhcro, and in ela 
is accomplished by givint' (ho Slalc 
same tiling in classic thought, its spi 
incfime from certain sonrcas. as mini 
enterprises, and taxes upon tribut 
certain inferior classes of citizens. 


Out of these 
lunds the public officers were snpjiortcd. and those 
in the service of the State who were paid for their 
services were maintained. 

Again, in the middle ages, fondalisni furnished a 
mode of support for puhlic olficers hv g’iving tliein a 
certain control over laud and its oeeiipants. TJiis 
was a means which, without tlie use of money, iiro- 
VmtMhm. vided services and commodities for the 
piwrfe..,/..,- public ncods.i But later as nionev h(>- 

thp neMa of 

the State more pleiitihil, and in ordinary 

wuhmtihtuse transactions payments in kind and in 

Of money. , , 

services were coniinutol into jiaynicnils in 
money, the government in turn conirauted services 

: due into money payments. At the same t irne, lands 
originally conveyed to public ollicors in considera- 
^.tion of their public services, and to enable them 
to perform those services, passed absolutely into 
;) their control and were treated, in part at least, 

, jSs their private property, and the services and com- 
|i modifies they yielded became the private income of 
^ ,t^ds8 individuals and their families. But although 
i , i r, p , ^ Maine, Smiy Zaw Cuattm, p. 148. 
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the revenues from the domains, retained in this same 
Avay by tlio.se families which became the sovereigns, 
were still ajiplied to public expenses, they soon be- 
came insidhcient, as the State's functions grew, and 
other revsources were sought. In the mad scramble 
for public revenues, old rights to dues and services 
were tenacioush^ retained by rulers or their officers. 
Especially were the claims to military and similar 
general services held. These claims, too, were finally 
coinrauted into money payments, which became com- 
pulsory just as the services from which they were 
derived had been compulsory. 

The names used for the first revenues, which 
differed from the receipts from domains and the 
customary services, show very distinctly 
the volnntaiy character of the payments, chamcterof 
They are called beggings, requests, gifts fUCdthU 
(heden^ petit iones^ henevolences^ dona) ^ or receipts from 
from the point of view of the assistance 
given, aids (aide^ steuer)?- With the gradual growth 
of the needs, for which these demands were made, 
into permanent needs, with the further centralisation 
and concentration of the public functions, with the 
neglect of public duties by the feudal lords, and by 
the cxuasi-public officers quartered on the land, and 
with the consequent performance of these duties by 
the government, the demands upon the people be- 
came permanent and compulsory. 

S’EC. 2. Since the emergence of the monarchical 
1 Seligman, Essays^ pp, 6-7. 
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ouiu! iiutii leuuiuiMu, the tmid ut jMihij,- liniincH has 
been directiul by the growth of coiistit utioniili>in, — . 
or the representation of t!ie people in ihe goverima-m. 
As the whole adviinei; of this nioveiiieiu Inniei! iifiou 
the siieccsH of tlie peojde ill uhtaininy the euntrol of 
The (trnwth nf the piirse. it is eviileiii tliu! lln' resulting 

in Hnifunuity have been very iinjiortmit. Tiio Jou**' 

'vwoi, 

Oiffercnicoun- eiiiies iuive passed, the neee.ssilv of eoii- 
stunt coinproiiiise between the dilfhrent 
interested parties, ami the variousehaages made neees- 
sary by tliegrowtli inthe eeonomielife of the iM.irld, all 
these have left modern .States with a most, confused 
jumble of revenues. Yet with all the, irreguiariiies 
and anomalies that can he fomid in ihe revenues of 
any modeni State, there is still in every caso a more 
or less clearly traceable systematic devi-lujnnent. 
lilts growth of system is clearly due to the 
work of the representatives, in whose hands the 
development of constitutional government linallv 
placed the control of the collection and spendino- i^f 
the public money. As these rciiresentatf ves i-eaUse.l 
the need of revenues, they jiaturally sought for 
some principles of right and justice to guide them 
in the choice of sources. The result has been a 
partial uniformity in the sv.stom.. o,.. , 
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different countries 'are alike in details. But some- 
wliat the same fundamental ideas seem to underlie 
all. There are also great differences. Thus one 
country chooses to obtain the larger part of its reve- 


nues from a tax not used at all in another. Histor- 
ical practices and differences in the frame 
of government necessitate modifications, eiw's Ul de- 
even of the same principle. That bug- 
bear of the student of public iiiiance, practical ex- 
pediency, whicli has ruined many a line theory, 
works in the most astonishing ways to prevent the 
execution of approved principles. 

Sec. 3. The uniformity above noted came about 
as a natural I'esult of the general search by the 
agents of constitutional government for some good 
reason why, in each case, the particular person con- 
tributing should be called upon to do so. As the 
representatives of the people, tliey naturally had to 
satisfy, in some way, the reasonable desire of the 
people for some clearly defined snethod of apportion- 
ment. As it is generally hard enough to convince 
men of the need of contributing anything, the plea 
put forth must be a strong one. If we confine our 
attention, for the purposes of illustration, to taxes 
alone, which are the hardest of all revenues to 
justify, we can see more clearly how the necessity 
of thus sliowing good reasons led to uni- Difereut 
formity. It is evident that if the repi-e- 
seiitatives had, for instance, informed tion of taxes. 
their constituents that “ taxes are one-sided transfers 



w ivmmmm goods or servieos,*^ ^ liit-y wmiiii |jjhi. 

had considerable difficulty in gcliin- runMuii !u anr 
bixes. But whoa they iuinoiuicd, an- 

in return for the benetits eonf'crrcd Ujuiii you bv fbc 
government,” it was easier to eo|lr,-t iIh’ih. Wiioii 
they proceeded to assess taxes un llie basis of a m.uv 
or less definite attempt to measure ili.. bmelit eon- 
ferred, or where, in ll.e nature <.f tbinos, an aet.m] 
measurement was impossible on some od.er basis of 
supposed equality, they dearly had a very ono.l .ase 
to iiresent to their constitueiits. It requiivs but llm 
slightest knowledge of the history of eomstitutional 
legislative bodies to ]>rove condnsively that such 
was tlie process of reasoning. And tiiis fullv ae- 

counts for the similarity of the systems of vu'rioms 
countries. 

Whenever it was porfe.-tly dear that a eerfain 
functum conferred a special lieneiii on an individ- 
ual citizen, the charge was made on him, an.l lho.se 
persons not so clearly benefited were whdh or par- 
la ly exempt. Thus we have the pradiee cd taking 
tolls from persons using the road,s, <,f eolleeting fees 
iromthesuitorsatcourt.oiMimlHi.„......n..,,'.. . . 
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tion. At first, naturally, the older ideas are devel- 
oped. Tlie services traditionally due from the 
citizen to the State, of which that of military service 
is the most prominent example, are recalled and ap- 
pealed to. It is claimed that money should be given 
in commutation of these services. Then the ground 
is shifted again and again, and many apparently 
different reasons are advanced. But in all these 
changes one thing is clear, — the shifting of argu- 
ment is made in order to enable the use 

Ohanges zw 

of some new measure of the amount of the forms of 

taxation, and at basis the iustification 

*' ^ ^ due to the 

remains practically the same. The citizen search fornew 
is asked to pay, because he shares in the 
benefits common to him and his fellows. But this 
common benefit does not suggest any particular 
measure. 

Ufa:, 4. Another point of similarity between dif- 
ferent nations mnst be studied historically; that is 
the featui'e of compulsion. This feature ,, , . 

is old and universal. It is, perhaps, older a universal 
than any one of the nations and began in 
that feudal system fro iii which the.}'- emerged. The 
citizen had to be compelled to render his service to 
tlie State, whenever the special benefit to him was 
not clear. That feature the most advanced consti- 
tutional governments have retained. There have, to 
be sure, been instances where States, and especially 
cities, have had recourse to voluntary contributions 
to meet tl.ie expenses giving a special benefit. But 



8r. INrKODUCTWN ro^^vnuc (.An ,1 

■ ' 

these soon passetl into compulsorv i-oiitiiliinidii.s. A 
fine example of the doveloinneiit of a volinitarv (-on- 
tribution into a tax is fonml itt tlie Hiidlish |.o,, e-rat. >. 
in the tweiify-severilh .year of the nfiyii of Hoiirv 
VIII., lodft, eolioel ions wei'e made for thy iiupoioiit 
poor (voluiitiu-y). In ili,. first Kdward VI., 
bishops were antliorisod to pro.sei-iite all \\ho ivfnsed 
to coiitrihnte for this purpose (eonijailsion enters). 
In the fifth Llizaheth, I.)!!;-), the justiees nf the pe.aee 
wm-emadojndpresofwliaf eoiisl imted .i reasonah’e, ,,n- 
trilmtion (comptiLsinn as to (lie amount). And 
from the fourteenth Eli/.al.etli. l.-, 72 . re-nlar e.„u- 
pulsory coiitributiou.s were levied, and so tj.ev Iiave 
continued. 


' o! , t . ! 111..: uciu-iii eonii.'rieii.* 

'■ OlasxiiimWm *'l’*“'st uiiifomi praetiee i.s to 

^ ofrernum collt'et compiilsory revontie.s fromaUtlie 

.A,- t/in, arxjuJti- *or those expenditures tliat 

' Jkdbyeom- Confer a common heiielit, or one fhaf 

*). _ henejit. “■ tn ati.d , thou to eolleet, speeial 

■“ ^'**'*' compulsory reveuuos for a part of the 

; cost from those persons regarded its spusdidly hene- 
by expenditures of class three; while the 
, , ; , revenues for meeting the fourth class of expendi- 

Uures are raised by the sale of the commodities or 

i _ . ' services. 

Professor Seligman finds that there are three ilis- 
. , ! ! : tinot classes of revonnes, each msting on a different 

■ ; ; y ; I ■ ; ; ■ 1 See Part I., Chap. I., sec. 0. 
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justification:^ Tlie first of these three we shall call 
taxes. This is a slightly narrowed use of the term. 
In tlie broadest sense an exercise of the taxing power 
of the Stale occurs whenever a com[)iilsory contribu- 
tion of w-ealili is taken from a person, private or cor- 
porate, under the authority of the public powers. 
But such a broad definition of taxes would include, 
also, the charges for expenditures of tlie third class 
levied to pay the cost or part of the cost of a special 
service. As these ai'e certainly different from 
those charges levied to meet the expenditures con- 
ferring a common benefit, it is necessary to adopt 
the narrower definition. In this sense, then, taxes 
are general compulsory. , contributions 

1 Tcn-c.'? defined. 

01 wmaith levied upon, persons, natu- 
ral or corporate, to defray the expenses incurred 
in conferring a common benefit upon the residents 
of the State,. A tax is justified, but not necessarily 
measured, by the common benefit conferred. 

When a distinct attempt is made to levy the 
charge only -where a traceable or assumed special 
benefit is conferred, and to make it cover the cost, 

1 See Seligman, “Classification of BeveiinesC’ in the QuarlerJi/ 
Journal of Economics.^ April, 1893, and April, 1895 ; Essays^ Clmp. 
IX. In opinion Professor Seligman has not improved Ills clas- 
sification by the refinements introduced in the second article. Xor 
is the necessity for distinguishing between fees and special assess- 
ments clear. Special assessments are a kind of fee, even within 
the terms of the professor's definition of fees. Nothing is gained 
by raising classes logically secondary in character to first place. 
It is hoped tliat the simple general outlines of Professor vSeligvnaiVs 
classification, as given in the text, may find general acceptance. 
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or a part of the e.cmt thereof, the c-oiiipiiUnry pay- 
ment in a fee. Jii the broa<lest .^eiine fet-s are taxes, 
hut they are not taxe^^ in the narrower >eihM‘ ihniiu'il 
above. Theyeompuse a large anh iiupoiianl ela.sshy 
themnelves. A fee has a difi'ereut JhnI ili»*a,iioii fniin 
a tux. A fee never exeeeils the iais! tp* the spt^i'ial 
service rendered. A charge !or a sperial heiielli 
that exceeds the cost is best rega,rdt‘d as I'taisisiiiig 
of two parts: one a fee, the other a, speeial tax, A 
fee may be defined as a, eomj^idsorv e?oii rihut inn uf 
wealth made by a person, natiirul or c'or- 
porate, umler tlie autlmriiy of tl:ie piihlie'. 
powers to defray a part or all of tho expanses in- 
volved ill some aetion of the govei'innoni, whi<*h, 
while creating a common benefit, also ermfers a 
speeial benefit, or one Unit is arbitrarily so rt‘ga]*di‘d. 

The third category of revenues lias been (‘ulltMl 
contractual revenues, oix hy the rniital States 
Census Bureau, eonimercial revenuixs. . Thc*}^ . are 
more specifically designaltal hy Proh^ssor Stdiginan 
_ . _ .as ‘‘pricesd’ But iliero are gtmd rea- 

sons for preferring the term ^Mutes’' as 
the general designation of the class. They art* the 
charges .iiiade, when the^goverrnatmt perliirms some 
service,^ or supplies some, commodity, in substaiit ially 
thB; same manner asThp^t service would l.)c performed, 
or* the commodity supplied ancl sold, hy private tgiter- 
ptjse. Thus we speak of i*ailwa.y rates, water rates, 

^ rates fpt gas or electrical current, telegraph and tele- 
phone; At the 'Same time we speak of 


Fecfi dffincd. 


Rates defined. 
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tlie ‘"‘price” of Gobelin tapestry, or of Sevres ware. 
While common usage is not altogether consistent, 
the charges made by a monopoly are more often called 
rates than, prices. The. government generally estab- 
lishes a monopoly whenever it takes over any industry 
and refuses to allow its citizens to compete with it. 
Industries in which it allows competition are rather 
iiiiusiial and exceptional. Hence the term “rate” 
seems preferable to “ price,” and will be adopted in 
this work.^ 

If the State has a monopoly, it may act as a pri- 
vate person would and take “all the traffic will 
bear,” or it may forego a part of the possible gain, 
and the payment becomes or approaches a fee. If 
the State has no nionopolj^ it must, perforce, act as 
an individual wu)uld, subject to competition. Every 
civilised country has these three categories of reve- 
nues, and combinations thereof, and no more than 
these. Every civilised country recognises the same 
justification for each contribution. Every govern- 
ment appeals to the same motives to induce the pay- 
ment of each class. In the case of the first two 
classes the motive is compulsion, in the last the 
government withdraws and allows the interest of the 
individual to bring him forward and induce him to 

1 The term ‘‘rate'’ was not used in this sense in the first edition 
of this book, nor has it yet received general recognition in theo- 
retical works. But it is not infrequently so used in official docu- 
ments. .It should not be confused with the English designation of 
local taxes which are, in that country, generally spoken of as par 
excellence^ “ the rates.” 
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R(tt<i\^ itunj he 
CiiUaJ con- 
tra vinttl revi> 
or 

cotnnu rciai 
revert nes. 


make tlie contribution. This diim lias been calltiO 
voluntary. If thi^ term meant nicrcly tlio absi*iH‘o' 
of compulsion, — the spontaneity, as it wcn% of tin! 
<H)ntnlmiiou, ' — *ii would be sutisfactory. iliit 
ally there is the danger of confusiiui a, rising from the 
implication in the term that the {‘tjutribiil ion is with- 
out return, of the nature of a gild, Hmims in ortlt*r 
to show the character of the paymenu Proftfssor 
Seligmau has called it "" cmitrac'tiuil/' 
There are seriiaxs objections to .tills term ■ 
also, altluaigh it is of such a characjier 
as to admit of a technical applicuitioii/very 
easily. Hut in lieu of a better and i\>r 
sake of uniformity we will adoju it. Tliere is less 
objection to the term eommereiar' reveiiiics, used 
by the United States Census Bureau. But up to the 
present time the term has not been commonly atlopi t‘d. 

Seo. 6. Thus far, for sake of simplicity, and not to 
depart from the image of other \n’iters. we have con- 
sidered the revenues as pracUc*.ally identieul with the 
money flowing into the treasury. Services rendered 
Compidmrtf Without pay do not belong to oiir subject. 
mwnm’B are accunito to ideii- 

denvativc . ; . « , 

eontraatudi tify the pubUc reveiiues w-ith the money 

are not. flows into the treasury. Money is 

here, as in pi-ivate liouseholcls, but the representative 
of wealth. When, the government cnnipels its sub- 
jects to pay contributions of classes one and two, 
taxes and fees, it does so in order to obtain control 
of wealth which it takes from the people to consume 
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for a public purpose* But in tlie case of contractual 
reveniieH the matter is quite different* Here the 
goveriiinent simply sells, for money, Avealtli : material 
things, privileges, or services wliicli it has brongiit 
into existence. The transaction is a simple sale. 
This is partly true of some fees. The money that 
flows into the treasury simply takes the place of 
actual 'wealth already created or being created by 
the government. The important thing to note is 
that rates result in little or no increase in the 


amount of wealth in the hands of the government, 
unlike the other cases, but represent a mere change 
in the form of the wealth already owned. It is not 
wealth taken from the people to be coiismned by the 
government; but wealth created by the government 
is turned into money so that it may be more con- 
veniently used. Nothing is taken from the people, 
for they receive back the equivalent of their money 
in wealth, over which they then have control as 
owners. In the case of compulsory compyisoru 
revenues the matter is diffex’ent because revenues Vave 
they receive back nothing tangible, but 
simply enjoy the common or Kspecial posUion as 
benefits of good government. These 
benefits are of the same character exactly^ ^veaUk. Con-> 
as the benefits which accrue to the in- 

merely reprer 

dividual when he consumes his own sent a change 
wealth. They^ are reproductive,’" if at 
all, ill the same sense that the coiisiimption of 
bread by" the worker is reproductive. That is no 
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sense at all. Just as the aim of all proiiimlion 
the ecomuiiic world is coimumption or the .satisl'ae! 
of wants, so the end and aim of the eoinpuLsorv t 
lection of revenues is consuniption In- the Sta 
Sometimes, to he sure, the frovermnent turns tJi 
funds into permanent forms of wealth wliieli i 
slowly consumed; as, for example, roads. Sun 
times, too, the government adds to the etVeetj 
power of the wealth before consuming it, or uses 
to produce new wealtli ; but yet, so fur us the im 
vidual is concerned, he has narted with I,w 




■ ' . i 
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tliat they are specially benefited by some expendi- 
tures ; those are fees. And lastly, tlie Sta,te creates 
wealth for itself. The wealth thus crejited coiisti- 
tules a part of the reyenue of the government be- 
longing to the third class. This, wviiether sold or 
not, is contractual revenue or commercial revenue, 
and is received in the form of rates. 

Sec. 7. One or two minor matters have to be no- 
ticed and our classification is complete. Soinetimes 

States receive gifts, generally for some 

, other kinds of 

special purpose. Ihese are now rare and revenues, 
unimportant. The special purpose is 

sums, hy emi- 

iisuaiiy more or less outside the general nent domain, 
functions of the State. Sometimes the 

ciilties 

State receives property by reversion, or 
takes property which has no apparent owner. This, 
too, is an insignificant category. The State may 
exercise the right of eminent domain and take prop- 
erty for some purpose. Generally speaking, it re- 
stores an equal amount of some other kind of wealth, 
so this transaction results in nouiet revenue. The 
State is the recipient of not insignificant sums from 
fines and penalties inflicted under the penal power. 
These are compulsory contributions levied with an 
intent to injure, and differ materially from the otlier 
categories. Their nature is clear, and they will re- 
ceive no further attention. All the receipts of the 
State come under one or the other of these cate- 
gories. 
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APPE^vDiX 


THK UNITED STATES CENSUS iU'UKAU'S UI.ASSIEU.'A- 
TIDN OF HEVENfKS 

At tin; (iiul of Chaiiterl.,iii I'an 1 .. ..f Uiis w,.rk wi' iiiHi'iir,! an 
aiiticiiilix conm-nius (ht UniU'il Stato ('.•iimis liur, .iir.> 
tioii of exiKMiilitures. The luvsciit aiij.i.mli.v coiiiimuh ilio oiio 
roferml to and covers what tin; Ucii.siw Ihircuii has f.i say in cs- 
plaiiatiou of its classilication of rovcnnos. For inti'iHluctory 
explanation of the importance of this elassilicatiun see sh/./v/, /oco 
(lit. 

“RKV'iSl’ES 

General remitm. — The genenil rPYcmicR nf iiatiotis, stall's, 
aiul jnunicij)aliiics consist of those compulsory or vtiiuniary con* 
tribntions of private individuals or corporal ions', h vied (.rcoil'eete.l, 
to defray tlic general cost of govcnmieiit. and ii.u coi.diUoi.al upon 
the pcrfuriiuince of any spccilic service, to the indi\ idiml cnntrilmior. 

^ “ Cuhiinrtriiil ri vmme.’!. — The coinnicrcial revi-iiii-'s. or income, 
of nations, states, and nmnicipalities arc tlei^’ duived in eoiinci.. 
tion with the exercise of t.lieir eomniereiai i'lini-lion.s ; Umy are 
classified according to the character of the traiisiieiions and aeti,i. 
ties from wldeh they originate. Tliey are l.eiv divided into U„ve 
stiljcdasses. to which are applied stieeitie ile.signalioii.s of imlaslria! 

iuvpstnipnt find spOfniai-sprvice income. 

^ “ (l) Inimtrial income is the total groBs t!arnijig.s of the imiiw- 
triesot nations, states, apd municipalities. 

“ (2) Investment income is the total income of flic investments 
of nations, stales, and municipaliti<M. 

“ (d) Bpecial-servine income is the income derived liy nations 
states, and municipalities, from special servieas performed or iiw- 
vided by departments or ofBces oUior tlian industries. It is of , wo 
distinct classes, aecoi-ding as it is available for meeting spccial-ser- 
vioe expenses and speeial-iinproveinent outlays. 

“ COHPOEATB Interests 

“ The corporate receiptsoi nations, states, and municipalities are 
the net receipts from revenues and from loans which increase in- 
debtedness. By net receipts is meant the receipts from the sources 
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mentioned, after deductions for refunds and all kindred dupliea- 
tioiis by counterbaianciiig payments and debits classed as ‘ tempo- 
rary.' 

Corporate receipts are classified by tlie Bureau of the Census 
in live main groups, as follows : Keceipts from'(l) general revenues, 
(2) industrial income, (3) investment income, (4) special income, 
and (5) debt obligations. 

“ Recfdpts from general revenues. — The receipts from general 
revenues comprise receipts from taxes, licenses, j)ermits, penalties, 
fines, forfeits, subventions, grants, donations, gifts, and miscellane- 
ous general revenues. 

‘‘In the statisticar presentation of revenue receipts the Bureau 
of the Census has intodueed — principally for mechanical reasons, 
to facilitate the ready presentation of all the facts — certain classi- 
fications of revenues differing from those employed by Professor 
Plehn in his analysis of state revenue systems. The taxes referred 
to by Professor Plehn as ‘corporation taxes’ are here presented 
under the Jieads of ‘special property taxes,’ ‘business taxes,’ 
and ‘other taxes ’ j P^of^ssor Plehn’s ‘ inheritance taxes’ are 
included in this report under the head of ‘special property taxes’ ; 
his ‘income taxes’ are here included under the bead of ‘other 
taxes’ ; and his ‘business taxes’ are here given under the various 
subclasses of licenses and permits. In the text devscribing the 
tables of Part IV., the amounts of all taxes, such as corporation, 
inheritance, income, and the like, are given separately under the 
designations of Professor Plehn. 

“ To furnish a key to the intelligent study of the census tables 
of financial transactions, there is here pjresented a concise state- 
ment of the classes of revenue included under the various heads of 
the tables of this report. To present this in a complete form it is 
necessary to repeat a few of Professor Plehn’s definitions. 

“ A tax is a general com|)ulsory contribution of wealth collected 
in the general interest of the community from individuals or corpo- 
rations by an exercise of the sovereign power of the government, 
and levied witliout reference to the special benefits which the indi- 
vidual contributors may derive from the public purposes for wliicli 
the revenue is required. 

Property which constitute the most important single 
source of revenue, are direct taxes upon property, or upon j)ersons, 
natural or ccuporate, in proportion to their property, excepting such 
as may be specifically exempt, because taxed by other methods, or 
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ottaccountof their piihlierharsvter er fnsiti i palilic 

policy. Property are divhlct! by the lliireiiii ui ihv Ceiisas 
into two luala eiaase^ — piicral and K|w*fial. 

are threat taxe.< le\ie«l upon properi\ in in proporllou 

to Its a.SHeH.H<d or apprais'd vain** ; iiiid<'r tluK head air iiialKded all 
properly tj^xcH iUs-HiWKia} aud t‘ol1tH’U'd by lunleuls |OMriiejitly ub ii- 
tical with IhoHc eiuployed iu t!tt taxaiiofi of ibr laoperly of the 
averagt? citiEen. pvupt-rlp Viji-vr me *liroei taxt*s levied, or 

collected, or both levied aud collected by aiotboiK imt ap|tlii*d Itj 
proi^erty ill general; among such taxes Ih 0 '<*f' popidarly iciVi red 
to as corpomlion taxes, bank taxes, hi*eiirity taxi^s. and ii]oit§a.ge 
taxes. 

“ITnder hK.s/wm* timr^ the Bureau of the Ccihiis has ta1)iila.tecl 
taxes collecied from persons, natural or tHirporate. b\ ri*aHoii of 
their, business, where such eollccticm Is not assuclatcd with the 
granting of a license or ])ermit to engage ibcrciio 

“Under the liead of paU toes the Bnri‘au of the Census has^ 
sought to secure as complete an exliibit asp^sisibk' of the receipts 
by nations, states, and muniei]»alitie.s from nil forms nf peiMrapIta 
taxes, whether levied uiiiforinly u]>on all mah's. craded acajiorcl-. 
iiigto occupatitm or otherwise; and whether hiicd as a .s|»r*cillc 
auimuit against all persons subject i hereto, or as a (puisi-in'Oper 
tax based upon an arbitrary valuation t‘f }>olls. 

“ITiider othi^r taxea are included inrnmt hu'm, for*’s fiH eoffim&u 
Siam of public offices, litif^athu Ci.res. fcnuiiojt^ /e/fs, rr^ieiiciiic 
and intermd rccennc taxes, 'Ilui latieir ar©' ,ii 
combination of business ami license taxes. 

“Under the designation receiiUs fmm UmiscH (fud permits Urn 
Bureau of the Census has tabulated all revenues colieclcti from per- 
sons, natural or corporate, by reaaoiuof the business whm wieli 
collection is associated with and eiiioivod by the granting of a II- 
1 1 ' I ! cense or permit to engage therein, ami where the granting o! sueli 
t J i I ■' license or permit is a condition to the transaction of business, to the 
! I ; i j , following of a trade or industrial r4iHing, to the pcrformauce of any 
^ p I > ^ ' act, or to the beginning of any undertaking, 

P I p ; i “The revenues from licenses and ixurndte inohide —according to 
I J 1 5' » i |the analysis of most writers on public finance — a tax, as already de- 
p, p ' I fined; and a fee or oliarge ; the fee is the payment for tlio clerical 
I bp i _ labour, of issuing and recording the license or permit and of super- 
1 1 1 1 1 vising the jexercise of, the general privilege granted thereby, and the 
J I J I ‘ tax i$ ihe over the fee. 
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Both licenses and permits are issued quite generally to assist 
nations, stales, and municipalities in enforcing coiiipliiinee 
statutes, regulations, and ordinances f<»r tlie preservation of public 
niuriils and ft>r the protection of life, health, and property, tliough, 
as a rule, this fact is more readily perceived in connection with per- 
mits than with licenses. Of general privileges granted chiefly for 
enforcing police regulations and classed in the census report as li- 
censes, mention should be made of dog licenses, good for a year, 
and ]»ermits to minors under the curfew laws, also good for a year. 
The former is in a class by itself, while the latter is included, to- 
gether with licenses associated with pleasure or recreation, such as 
those for hunting and fishing, under the designation general li- 
censes, 

Keceiptsfroin permits are sometimes only nominal, the amount 
collected being liarely sulticient to cover the cost of issuing and re- 
cording them and of supervising the exercise of the general pirivi- 
lege granted. For this reason some writers on public finance 
classify them as fees. 

“In most states revenues collected in connection with the 
granting of licenses and permits are referred to as ‘ receiiots f rom 
licenses and permits ’ ; in a few, however, they are designated 
as ‘ privilege taxes * or ‘ occupation taxes.' The receipits from 
licenses and those from permits are shown separately in the tables 
of this report, principally to enable students of the subject, in their 
analysis of the census reports, to cla.ssify permits according to their 
own judgment. With receipts from licenses are included those 
from general privileges granted for the management or conduct of 
a business or occupation, such as that of a hotel keeper, a pd umber, 
or for the keeping of a billiard table for gain ; such privileges are 
usually granted for a specified period of time, as for a year, a 
month, or a day — the greater number being issued for a year. 
With receipts for permits included those from general porivileges 
granted for the loerformance of some specific act, the nature of 
which is exactly defined, and the performance of which terminates 
the grant, as the erection of buildings, the making of a, connection 
with server and water pipes, the moving of buildings, the burial of 
the dead, and the like. 

'‘^Penalties,, fines, and forfeits, which are among the minor 
sources of the general revenue of governments, are all collected as 
punishment for failure to obey civil and criminal law^s and local 
ordinances, and hence might be termed ‘penalties,' in the broad- 
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est of tho word. Tiicier this Iwm! aiT iiiFliuifiJ pemihwH 

colloett'd bj mmm of the fiilliire of tai|iayaw to iisrti their 
within the time required by law ; all fines colleeteii by erhiiiiial 
anirts ; ami forfeits in criminal and civil tranwKiion^ such mb for- 
frits in criminal bnrids^ forbdm in coniractorV b.mds. etc. 

'HTiider the hoiid of r^^reipis itati pninii^. the 

Bureau of the Census tabulate-s m reeei|*m from siihvmttitniH all 
amouiifo which are receive al by Htates iind iniiiyrlpalfileK from tlte 
nation or other civil division superior to tlieirssidves wdili the dklluct 
understanding that the money m racelvetl shall bt' mnployai for 
supporting gome particular governmental Hcrvine. iim that of schools, 
librmieg, or armories ; ymd m^fipin fmM f/noil.'t. tlioHc amounts 
received from such civil divisions without anv condition attached to 
- the gift. ■ 

^^PeeeipiB /turn dr^mtmm amt are those aniotints prafuk 
touBlypaid by individuals or coriMU'atioiw to millfwah Rtate. and 
local governments for general aiul specified gownumumtal purposes. 
In law the word ‘donation,* ratlier than ‘gift,* is mosi, fre- 
quently employed in referring to voluntary conirlbut ions hw gpeei- 
iieci pur])o.ses, made through the inHfrnmeiitality of a forma! tieed 
or contract. Bo far, then, as douatioiw and gifts have differeiit 
meanings, the former may be said to appnuiiimUo that of 
ernmeni subventions, and the latter that of gnvernnumtal grants. 

IlwiptB fBom mmnmrial e.nnmereiai r«ue- 

niies of a nation, state, or municipality rompnsft the Income from 
Industries, investments, and s|>eciHl Tim receipta from in^ 

dmtriai ineome arc clasBitied with regpig-t to itie iiiduitiT from 
which tliey are derived --as waterworks, electric light works, etc. 
llie receipts from imestmmu inemm limlnde the rwil, Interiwt, mifl 
dividends received from real estate or m^curhleH held by the gov- 
ernment as investments. The iM^ceipte from BpM,eniee mmw,, 
other than thosa derived from spedti assessuieiits, are mhillvhled 
accorfling to the office by which the service is furniKlictl. Sp/rial 
assmmenlH are compulsory contributioiiB levied, tindw tiie taxing 
or police power, to defray the cost of a spt^rlal public improvement 
or public service undertaken In the public interest. Tiiey difler 
from taxes in being apportioned according to tho assumed ben.-Ht 
to the Individual for whom the service is performed, or according 
^ top™ve“ property affected by the 

'‘The above is a olasslfloatlon, mainly from the administrative 
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standpoint, of the receipts from the commercial revenues. These 
receipts may be ciassitied also with reference to their typical form 
or character. So classified, they are frequently referred to in popu- 
lar laiigiuige, in the technical worhs of accountants, and in legaJ 
oiiactmeiits and governmental accounts as prices^ fe(\% ehanja}^. 
.special assessments^ etc. ; these classes of receipts all represent com- 
pensation for commodities or services sold or special benefits con- 
ferred by the government. 

“ Price is the general designation which writers on public finance 
give to compensation for service or commodities sold by the 
government. 

‘‘The compensation for a service or commodity sold by a gov- 
ernment in the same way that a private individual would sell, is 
referred to by writers on public finance as a qiiasi-primte price ; 
while the compensation for a service or a corninodity furiiisiied by 
a government pnitnarily for the Siiecial benefit of the individual, but 
secondarily in the interest of the community, is designated by them 
piublic price. 

“Public prices are of three distinct classes : They maybe (1) 
what is designated in the commercial world as monopoly prices, 
representing more than the cost of the service or commodity fur- 
nished ; (2) prices established to cover the cost of the service or 
commodity ; or (3) prices providing the service or commodity at 
less than cost. In the first case the price includes a tax, and in 
the second or third it approximates a/ee; in the first, the service 
or commodity furnished assists in collecting a tax as a coiitribiitioii 
to the general revenue, and in the third, it is in part paid from 
such revenue. In all cases of public price, the free contractual 
relations of public life are modified by the monopoly exercised by 
the government. 

“ Although the distinction given above between qaasi-priuate and 
public prices, as well as that mentioned in referring to the three 
classes of public prices, is valuable from the standpoint of the stu- 
dent of public finance, it cannot at the present time be made of 
any practical value in the domain of governmental statistics. 

“Of the sources of commercial revenue that involve the element 
of price, mention is made of sfdes, interest.^ rents., .special privileges 
of various kinds, sales of such privileges., primlege rentals, labour, 
manufactures, rates, and tolls. Of the foregoing, sales, interest, 
and rents generally come within the definition of quasi-private 
price, the others within that oi public price. The prices connected 
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wiUi inv..MuiMf,s are therefor.. qm*i.prir„i, • 
iiuliwtrie.sare largely puNic ; ami 
service aie .juite variahle. .lepemling „h,c!, i! 
siweial service rendered by the iiidividuai tinti.m. m 

pal It y. 

“In tebulatingiiie rereipts from simrees invohi 
cif price, the Hiireaii has „Um rved ihe folhnviir. ili.ii 
“I nder are inelmled sales of real e^iai,. 
state, or nmtdeipality ; sales of securities i,el„,e i,,,. i 
investment, and public iru.st fimda ; ami mim .r aaies 
dcm-tmenta and industrieK of their disrarded ......i 

material discarded m connection with the different -i 
goveniiueni. 

‘‘ ruder oifereaf and rears are included ail ree. i 
states and nmiufdpaiities correspondim; totbos.. 
ignated in private finanno. lieecipus from s ..called 
on account of non-payment of ta.Ke.s and apocia! im ■ 
tine rcpiirod by law are. however, lahiila e 1 n, : 
ctecl at the legal rate of inter.., in the s. ver.d d vK 

receifr.'rt,t;.^T 

collected from individna'L '.‘.r 

telephone, ami water companioH. < 

‘All receijits from individuals and eoeniiinti 
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compulsory. However ‘""'“‘■‘•‘tctun 
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sprvicf privilpf^p.s^ which, in addition to conferring the privileges 
nsiuilly be8tow(‘d by such iuvstruments, grant the use or enjt»yment 
of, or right upon, some property of the government granting the 
same, as the streets, parks, or public buildings. 

^Aipcpipts from minor privileges include all periodical receipts 
colhn'ted, without the granting of a license, from those enjoying 
special privileges in or upon the public highways, other than 
receipts derived from pithlic-serince privileges and puhlie-sermce 
privilege sides, 

‘‘All receipts from minor privileges sold outright are designated 
as Ttiinor-pririlege sales. It is to be noted that practically the only 
respect in which minor privileges and minor-pridlege sales differ 
from prloiiege rentals is that privilege rentals always involve the 
is.suanco of a license, which in the other cases is not issued. 

“ Special -service privileges, privilege rentals, and so-called minor 
privileges differ from general privileges, as granted by licenses 
and permits, in that while the bestowal of the four classes of privi- 
leges always involves the right to conduct a business or perform 
some act, the bestowal of a si^ecial-service privilege or a privilege 
rental or minor privilege gives — what the general privilege does 
not — the right to use some property of the nation, state, or munici- 
pality making the grant. 

“ All receipts included undeidrd;ozH’, manufactures, rates, and 
are derived from services or commodities furnished by the industries 
of nations, states, and municipalities. Receipts from labour include 
the receipts for work performed by convicts iii penal institutions 
and by inmates of charitable institutions. Keceipts from manufac- 
tures include the receipts from the sale of articles manufactured in 
penal and charitable institutions. Receipts from rates include all 
payments for water, electric light, gas, and other utilities fur, iiislu’d 
by governmental industries. The word HolT has been used ex- 
clusively to designate the specific charges made for bridge and 
ferry passage across streams and harbours. 

“ Fees and charges, as distinguished from taxes, are compulsory 
contributions of wealth which are exacted from persons, natural 
or corporate, to defray a part or all of the expense involved in 
some service rendered by the government. 

“The greater portion of the amounts classified by the Bureau 
of the Census as fees is for services which can be performed only 
by the governments. They are mainly clerical in charact(*r, and 
their cost is so well established that the payments therefor, which 
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are mado in atlvaiinn ami aw nfi/.n w,!y m.minnl. aw fix,.,] hv 
statute or oniinanoR cslablishing a m-nie «.f 

“In contraat with tho foroguiiiif, ii,e atmutnfM .■iiissiti,-,] a« 
charse, anieriilly repivaeiit])aj-iiii-iib for wrvin.K wlii,.), 
iii el.anmter to tli<m rom],.re<J h.v one imiivi.inal t . .•iiiolher in 
l-nvate Idis ami aa a rule are other tluni I'leriral in t!,eir aiiUuve 
\\ lth few exceptloiiKtheannmntH to he ehai-.-.l fn, sueh sertieen 
aie (lelmitoly eslahUsIied only upon cniniileiimi of the work or 
serviee. Aiiiong tlie .special privileges of p.vermneuts i,ai,] for ],v 
eharges arc the making: of cnnneciimia with sewer nml water pin, s 
and the removal of snow from sidewalks. ^ 

“III passing it should bo lueutloijed Hint a great proiiortioii of 
hn reoiupts from fees and charges, a.s tabulated bv the eemmis 
approxuuate i.i oharaetor if they are not ideiuie..,! with, 
which w given above the designation of ],rlee. However clear in 
theory may be the distinction lietween tlicso elas-os of revmme 
m iiraatice they so merge one into tho other that the drawiue „f a 
hard and fast H.ie between tl.eni was found to be ns imp, J.sib,, as 
w.w in t le ease of pnhlu- and ipuwi-prix-ah- price. The diversity 
njjubllo policies of diffcivnt governments jiro.iuc.s „ conv.spomi- 
Ur,(ivirs!lj m the, methods of iierforiiiing auv givei, serviee ‘ind 

1 lotcshoi h. h. A. Seligman and in, my other wriiers. As a result 
vicevema'-'' “ ‘ f'’" ' “'‘"‘I’-'-' 
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/THE VAEIOUS KINDS OF TAXES, FEES, AND KATES i 
ALSO BEFIXITIOKB 

Section 1. Considerable confusion in the dis- 
cussions of the different modes of taxation is due to 
the failure to distinguish clearly between the jiisti- 
lication of taxation in general (i.e. why The measure 
there should be any taxes at all) and the 

disti7i(huishccl 

measure of taxation {i.e, what should from the fmti- 
be the basis upon which to decide how 
much each citizen should j)ay). The universally 
accepted justification of taxation is the coiriinoii 
benefit conferred upon the individuals by the action 
of the government. But the common benefit is, 
strictly speaking, equal, ^ while the taxed citizens 
are unequal in wealth and ability to pay taxes. 

1 ‘‘ llie protection of the subject in the free enjoynient of liis life, 
liis liberty, and his property, except as they might be declared liy 
the judgement of his peers or the law of the land to be forfeitetl, 
was guaranteed by the twenty-ninth chapter of Magna Charta, 

‘ which alone,’ says Sir William ‘Blackstone, ‘ would have inerrited 
the title that it bears of the Great Charter.’ ” Cooley, ConMltii- 
tional Limitations, 5th edition, p. 430. “ Equality of rights, privi- 
leges, and capacities unquestionably should be the aim of the law ; 
. . . ” The State, it is to be presumed, has no favours to bestow, 
and designs to inflict no arbitx'ary deprivation of rights.'’ Ibid., 
pp. 486 and 487. 
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faculty as a measure of taxation encounter a serious 
(lifliculty in attempting to ascertain whether faculty 
is proportional to wealth or iiiGome or increases more 
rapidly as these increase in amount. A negative 
side of tlie same idea is presented when it is claimed 
that the tax should impose an equal sacrifice upon 
every citizen. In determining %vhat constitutes equal 
sacrifice, we encounter the same difficulty as in 
determining how to measure ability.^ 

Sec. 2, It will be noticed that the basis from 
which each of these measures starts is individual 
wealth. The first argues that benefit is indicated by 
wealth, the second that faculty is so 
indicated. If wealth is the basis, then the way of 
the classification of taxes might be made 
to depend on that of wealth. Such a tion of taxes, 
method, although tried, has been found impracti- 
cable, because the processes of shifting render it 
impossible to ascertain the final incidence with 
sufficient accuracy for classification. It has also 
been suggested that Ave might use the different 
specific means employed by nations to measure 
benefit or faculty. But here again we meet with 
difficulties that are almost insuperable ; for in that 
case the classification will depend on the theory 
adopted as to the correct measures. If we adopt 

1 See Chap. III. for further discussion of this point. A full and 
instructive discussion of these theories is to be found in Seligman’s 
Progressive Taxation m Theory and Practice, See also, Professor 
Edgeworth’s three articles ou the ‘‘Pure Theory of Taxation,” 
Economic Journal, Vol. VII. 
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different indices of benefit chosen. If we adofit Ihi 
faculty theory, then our ohis-silicution will he acuml- 
iug fo the indices of fai-ulty. iSiit w«f are not af 
liberty to adopt one or the other of these theorieh 
exclusively, beeause no nations have done so in pnic- 
ti(!e, and their taxes are sumo of them based on 
tlie one theory, or at least best explained thereby, 
and some on the other, while umny cumhine both or 
may be interpreted in either way. At the same time 
many taxes that could not b<s ju.stilied on either 
basis are retained by the nations on gsamuds of general 
expediency, becau.se they yield consideralde revenue, 
or because they liave been long in use. if, tlicrc- 
fore, we adopt a classification fu’csupposing (diher 
theory, we shall find many taxes tlml do not con- 
form to it. Inasmuch as no consistent jdan for 
the measurement of taxation has been adofitiHl by 
any country, no uniform method of classification 
upon “ natural” grounds can be found. 

Those difliculties are inherent in the matter that 
we are attempting to chvssify. Tlio librarian gen- 
Thesediffiad- to arrange Ids books ao- 

cording to the subjects treated. But 
perMe. encyclopasdias could not be so arranged 
without tearing the books to pieces. We might 
theoretically dissect each tax, and assign its parts 
to the different categories according to the real 
nature of each part. But we gain little by this 
painful process. In this case classification will not 
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help us to ascertain the real nature of the things 
studied. 

These difficulties have not always been regarded 
as insuperable, and many brave attempts have been 
made to overcome them, but with so 
little uniformity as to mark the failure, attempts at 

T , 1 • • classification, 

iher^are almost as many ciassitieations 
as writers^ The least satisfactory of all are those 
that attempt to find some natural arrangement. 
Those which have the most apparent success accept 
the official names used by the treasury departments 
of the different nations, and give them merely such 
limitation as is necessary to use them scientifically. 

Sec. 3. Perhaps the most common distinction is 
that made between direct and indirect taxes. This 
distinction first obtained theoretical im- 
portance in the writings of the l^hysio- twn htuvm 
crats. By direct taxes they meant any 
of those taxes which were levied imnie- old, mid im^ 
diatoly upon the ‘^produit net.” ^ There 
alone, they argued, could be the fund out of whicli 
taxes could be paid. To levy taxes anywhere else 
was indirect, because the burden would be shifted 
from one to another until it rested there. The 
assignment of any particular tax to one or the other 
of these categories was with them a mark of approval 
or condemnation. With the recognition tliat other 
economic processes besides those which added to the 

1 Sea Kicliolson, rrinciples of JPolUieal Economy, Yol. III., 
p. 291 ff. Cf. Higgs, The Physiocrats. 
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material property of the world ereiUed wealtli, this 
peculiar theory of taxation drifted into ahi.‘3aiuu!. 
The same terms, however, have heen widely used 
by officials and writers and have smdi jtrevalenee 
that a recognition of them eannot he a\ uid.'d. 

Rail and Wagner have inadi' the must, elahorate 


attempts to define the modern usage. * In thisthey 
' Wasmr’s di’fi- were only partly sueeessfiil. iM-eause of 

. t, niiiam. of : , ■ i 

direct ami in- UTegubirities 11) olhciid u.sagi'. Hut de- 
dindtaxe.. spite tlicse irreguhiritii-s the terms are 
|t|Valnable. Wagner’s distinction is prantieully as 
follows. There are two ways in which direct and 
indirect taxes differ. ( 1 ) In the ca.se of direct 
taxes, the taxpayer Ls also tlie tax-hearm-, at ]ea.st in 
the expectation of the law-giver: any shifting of 
the burden to another is not expiagiui, not desired, 
and sometimes, even, forbidden, or suijject to penalty. 
Indirect taxes are, vine verm, those in wbitdi the tax- 
paj'cr is not permanently the tax-bearer, or is not in- 
tended to be ; but a sliiftiug of the burden to another 
is expected and desired, and may even be pre.H({rihed.'^ 
But the element of shifting is not the only one 
tliat is essential to the idea. Tlie second character- 
; MminUra- istic is what may be called the teidini- 
administrative conception of direct 
1 _ anti viidirect aad ii^direct taxers. It is based on tlie 
, ,!«««. method of procedure. ( 2 ) Direct taxes 

! i 

' ^ secs, 

t 8 3d oti., HI., p. 173. 
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are such as are laid regularly according to some fixed 
fact (or one so treated, and at least somewhat fixed), 
something regularly recurrent, and lienee previously 
ascertainable, — a fact as of personality, of rank, of 
property, of earning, etc., — and are, consequently, 
assessed according to some list- or roll (cadastre). 
Indirect taxes, on the other hand, are such as are 
laid according to some changing, temporary, more 
or less accidental fact which is, consequently, not 
previously ascertainable,- — something the result of 
processes, events, transactions, — and are laid and 
collected according to tariffs.^ 

These two methods of distinction follow quite 
closely the usages of theoretical writers and of offi- 
cial bureaux. There are iinpiortant exceptions in 
some countries. Thus in France the customs duties 
are not officially classed as indirect Exceptions in 
taxes, but form a class by themselves usage. 

akin to direct taxes. In the United States at the 
time of tlie Civil War the income tax was viewed by 
the couxds as an indirect tax, or at least not as a 
direct tax in the sense of the Constitution. ^ Tliis 
decision, however, was reversed in 1895, by^ a bare 
majority of the same court, which decided that a 
somewhat similar income tax was a direct tax in the 

i Wagner, Finanzwissenscliaft, II., 2d ed., p. 239. 

-Springer v. United States, 102 U. S. 508. See article, *‘Tlie 
Direct Tax of 1861,” Quarterly Journal of Economics, July, 1889 ; 
Seliginan, “The Income Tax,” Forum, 1895 ; Bullock, “The Origin 
and Effect of the Direct Tax Clause,” Political Science Qitarterly, 
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Jiieuiiiiig of the Constitution, This disi-isiou was in 
accord with the distinction nnulo abovo. 

Tlie principal direct taxes arc: the land taxes, 
building taxes, property taxes, taxes, ,-iass taxes, 
iueotne taxes, industry taxes : the iii(iir,*et, 
taxes are : thecuslotii duties (xvith the ex- 
ception of the French), internal excise 
taxes, transaction ttixes, most fees anil licenses. 
The inheritance taxes, or death duties, us tliey are 
called ill Faigland, are nut easy to elassne. in the 
lirst sense they are direct taxi*s, ami in tliu sec'ond 
tlioy are indirect. This is, perhaps, the only impor- 
Theiniuri- tax that caiiiiot be easily e.lassitied. 

tance tnxhard Tho inlieritaiicu tax- xihurever it exists is 
tociuMjy. used because it is expedient and wilhout 
much cost yields a large return, it is levied at a time 
when the persons paving it arc not in position to de- 
mand a strong justilicutiun. It is sometimes juhtilH.d 
on the ground that it compensates for previously un- 
paid taxes. If this justilication iiolds, tlien tho in- 
heritance tax must be classed as a direct tax. 

Sec. 4, A few other terms wiiioh arc often used 
as the names of different groujis of taxes and ludp, 

^ them must be meu- 

eHy,orinr tiotted ill this Connection, We some- 
times speak of taxes as being separable 

into (1) those on persons, (2) those on property, 
(8) those on income. These terms do not indicate 
the final source from which the tax is paid, hut the 
basis upon which it is levied. 


7V;.rr.s hdiunj- 
iiuj to euch 
kind. 
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1 . Ill tlie case of personal taxes the different per- 
HoiivS who are to pay the tax are listed and assessed 
either (1) individually, as in the case of capita 
taxes, or (2) as representatives of a group, as in 
the family or hearth taxes, or (3) according to 
some cliaracteristio, as rank in life, office, personal 
employment, age, income, property, etc,, 
supposed to be indicative of the benefit they receive 
from the government or their ability to pay. A com- 
plete system of such taxes might be built up, and it 
is possible to suppose that all the requirements of 
justice could be met thereby. 

2. Taxes on property are those taxes %vliich take 
the property owned by a person as the index either 
of the benefit received or of the ability to pay. 
These taxes may be considered as pursuing prop- 
erty wherever it is to be found with little or no 
regard for the personality of the owner. Property 
They are not, of course, in any but the 

most exceptional instances, paid out of property. 
But no particular regard is had to the real source 
of payment. They may be levied upon any and 
every kind of property. They are sometimes called 
real taxes from res^ things. But this usage lias no 
established sanction in English ; in that language 
real taxes are taxes upon real estate. 

3. Taxes on income in the broadest sense ax^e all 
those taxes which make wealth in the 

„ ... 1 , - (* Income taxes. 

process oi acquisition the basis ot assess- 
ment. These are of two principal kinds : (1) those 
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the tax subjeetB may be things as well as persons 
subjected to the tax.^ 

Sec’. 5. Following the lead of Adam Smith, va- 
rious attempts have been made to classify 

Clasdiication 

taxes according as they tall upon one or of taxes, ac- 
the other of the different shares in dis- 

^ they fall upon 

triDution, — rent, interest, protits, and interest 
wages. But, as Bastable has well shown, profits, or 
the sources from which the diflhrent 
taxes are paid are generall}^ a combination of 
several of these. The wealth or income of very 
few persons consists of simply one of these shares. 
The attempts to carry out such classifications consist- 
ently have failed. Bastable's attempted compro- 
mise by calling such taxes as can be traced directly 
to one or the other shares in distribution primary, 
and all others secondary, brings us to practical!}' the 
same results that were gained by Wagner in the 
discussion of direct and indirect taxes. His primary 
taxes are those called direct taxes above, his second- 
ary are the indirect. 

One other important set of distinctions must 
receive our attention, because it has the sanction of 
two prominent authorities. Wagner suggested and 
Cohn accepted the classification into taxes 'Eaxes on ac- 

. « . qnisition, 

paid out ot w'ealtli at the time of its taxes on pos- 
aquisition {Erwerb')^ or while in posses- session, a7id 
Sion (Besitz), or upon its consuinp- tion. 
tion (^Verbraueh'). This distinction, according to 
1 Political Science Quarterly, VII, p. 717. 
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the stage in which the tax: fiinlH’ the wealth from 
which it is paid, Is c4leii iiHefuI in c‘lTei'ts 

of taxes. 

Another very vnliiathe distineiioii is tlui!' made hy 
7Wr<vv»n the term ‘'Maixes on reveiiiim” Taxes im 
rcrmuf, reveimc are those tliat fall or are asstrssed 
on the revenue or income yitldial In* tliHVreni kinds 
of pri^perty. These are a species of tuxes on aeij nisi- 
tiorn 

The three sets of terms whielt we haw used in this 
work are: (1 ) direct ami indirect taxers: ( ::i ) personal, 
propertjx aiidincome taxes; (;T) taxes paid on wc»alth 
at acquisition, in possession, anil at the time of con- 
sumption. 

Seo. t>. - We now. come to the important task of 
classifying fees. The essential cimsiilin'aticm to he 
einsmficatum. held ill luiud ahout these payments is 
of jeenjollow,^ tluit they covor a part of the icital cost of 

Ihai of iiiiverif^ . 

mentmihi- Certain governmental activities, which 

ties. performed for the heiieiit of all, hut 

yet confer a real or aKsmned sjieeial heiieiit tui the 
.individual. When the payment covers the whole or 
a little more than the whole cost, it is a rale. Since 
fees are levied upon the receivers of certain benclits 
from the government, it follows that the only classi- 
fication for fees is that which shows what activities 
of the government convey the benefit. We can thus 
classify according to the different departments of 
,the government, for the services of which fees are 
collected. 


, 1 . 


i 1 I ; I ; 1 H 1 i i 1 . i 4 i 
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1; The most liumerous are the judicial and legal 
.fees,: the ■ characte,r of . which ■ has .alr.eady judMai ami 
been made clear from the discussion of 
the nature of these expenditures.^ Examples of 
these are the regular court costs and fees, probate 
fees, the charges for recording deeds, mortgages, 
contracts, marriages, etc. 

2. Next come the administrative fees for the 
special services of that department. They are; 
police fees, charged for the special bene- Adnzinistra- 
fits accruing or supposed to accrue to the 
individuals from the exercise of the police power of 
the State ; the fees for education, when cliarged ; a 
large number of industrial and commercial fees for 
services rendered individuals in their industrial and 
commercial undertakings. The industrial fees in- 
clude license charges for permission to carry on certain 
businesses (care must be taken not to confuse these 
with police fees, nor with business taxes assessed on 
the same plan). Commercial fees include road and 
canal tolls, harbour clues, and a number of similar 
charges. 

A very important class of administrative fees are 
those known as special assessments, or in England as 
“ betterment ” taxes, usually levied for local improve- 
ments affecting property, as streets, sew- special cmcss- 
ers, etc. Seligmaii has defined these as 
follows ; A special assessment is a compulsory 
contribution paid once and for all to defray the cost 
See Fart I., Chap. III., sec. 4. 
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of a Hpeeifio hi)|)roveiiK3iit to firojiori v iiiHlortakoii in 
the piiblio iiitoresU and leviail by ^^oviOiiiinoit in 
pi'oportbii to tijc‘ 8poc*ial lH?i}4‘lhs artO’iiin^L*' lu tin* prop- 
erty owner/* He n^gartis tliein an of so umvh iuipor- 
tiiiice a»s to ituikts tbeiii <1 eJass of ro\oiiiio,s c‘orti’<|iiri|j* 
with taxesand fees. Strictly Hp«*akiiig\ ilitn- art, fees, 
HE(\ T. llie revemies derived from the rattrs 
charged for the servieen rtmderetl by the indiis- 
triiii activities of the State, or froni tie* production 
and sale of ctmunodit ies, so lojig jis iIicm* eiuerprises 

The nature for prolit. aiv of the saiiiu 

0 / public. general ciiaracter as the caruiugH of tl^e 

people. Early wriou's on publie finance 
devote a great deal of attention to tlic int'cmie of Hie 
State from the publie doniaiia fon^sts, and Hiiiics, 
which were at one time of great rcla!i\t‘ impt>rtanci*. 

1 liest^ have shrunk in imporiaiiee, in modtum tinics^ 
but in their pla(‘o have (M)me the cariiijigs uf llu* so- 
called public service ’’ enterprises, like, the rail- 
roadsand the street railways, tclegrujdi and ieleplioiie 
service, water works, and others of a siiaihir character* 
As stated in another connection, tlH‘sc ciilorpriscs are 
usually monopolies. Even when the} are not of stich 
a character that they would be monopolies even iindm: 
private control, tlie government makes th(3m monopo- 
lies by refusing to allow any private enterprise to 
compete. The French tobacco monopoly affords in 
part an example of this* Industrial enterprises eon- 
ducted|l)y a government for profit, under competitivo 
pon<iitibris,;are rare.^ ^ The general analysis of these 
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earnings, whether monopolistic or competitive, can be 
found in any good treatise on Economics and need 
not be repeated here. 

Public rates, however, differ in some respects from 
the charges made by similar private enterprises. 
The differences can be most readily shown by an 
illustration. Let us suppose that a certain city is 
supplied with water by two private companies, both 
of whicli have the right to lay pipes wherever they 
wish. They will then supply wvater, supposing that 
they actually compete, at rates determined mainly by 
tlie costs, which are those of management, 
interest on the plant,” the cost of water, the water 
and of tlie supplies and the general run- 
ning expenses. The average rates will be consider- 
ably Inglier than need be by virtue of the duplication 
of the plant, etc. Suppose, however, before any ma- 
terial duplication is reached the companies unite, 
forming one company wliich has the monopoly. The 
charges will now be regulated by what the traffic 
will bear,” and provided the supply is ample will 
tend to conform to those rates which will yield the 
largest net returns. The principles by whicli mo- 
noply rates are regulated are well known to students 
of economics. The charges in this ease cannot be 
greater than the cost to the citizens of operating 
their own wells, nor even so high as to induce the 
citizens to economise materially in their use of 
water. But suppose that the townspeople are not 
content with the rates or with the service. Tliey 


attempt iTgnlalion and fail, nmy di'tcrmine 

to ])uy ont tlie plant. Oiiee the city owns the 
rite four plant it may run it in oiut of four ways. 

'puhUcmun- ^ ">‘1 ‘5''^' t'' 

aijriurni. nuikc tilt* higliesl possililf profits, t'harijf- 
ing all or nearly all the traflie will luMr. The sur- 
plus over costs goes into llie treasury anil helps to 
defray the other exi^enses of governiiieiit. Tlie 
rules rleterminiiig what the trallic will hear are 
rules of pure economies. There is absolutely no 
diflfrenee between tliis public business ami a ju-ivate 
business. The method of -• charging what the trailie 
will bear ' is the method in eeonouiii* life of deter- 
mining the value of commodities so sohl. It tukt's 
the place in the sale of monopoly goods of the "Tree 
dickeriiigs of the market ’liy wliieh the pj iee of other 
goods is determined.! The ])ri vale company had to 
pay e.vpenses, so does the city ; the }i!i\ate eompany 
a surplus or made an “■ miearned increment,’' 
so doe.s the city ; the private company spent, this sur- 
plus to the satisfaction of the watits of its stockliold- 
er.s ; the city spends the surplus for the benefit or for 
the satisfaction of the general wants of the dtizeas, 
who may be regarded as its stockholders. Even if 
it foregoes taking quite all the surplus, the principle 
is the same. A private company sometimes does 
that in deference to public opinion. (2) The city 

; ^See Sidgwiok, Bk. II., Cliap. X.; Andrews, IiiKlitutes nf Eeo- 

, of htd., pp. 180 ff.; Senior, pp. 

108-114 5 Sumner, Essm, p. 4fS ; Hadley, li. R. 100; 

, wligmaii^ Bail way Turi^j^s^ ete^^ pp, 8 ff. 
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may decide not to make money, but to charge only 
what the service costs and make the service as good 
as possible. It then foregoes taking the full luiee of 
the wealth that it has produced and allows each con- 
siuner to enjoy the surplus. Then the payment by 
the citizen is a fee. (3) It may charge a fee nuieh 
smaller than the cost, or a fee for all water consumed 
over a certain amount, but provide a certain amount 
of water for each citizen at the conimon cost. (4) It 
may distribute the water free of charge and pay for 
it out of the common fund derived from taxation. 
Now the sums received in the last three cases only 
are fiscal in character. 

In this connection it is important to note that there 
is a strong tendency for a government to ahandon 
the economic, or profit making, method of managing 
such enterprises and to pass to some one of the fiscal 
methods. That is, the government’s method of con- 
ducting a public service does not usually continue 
to follow that of private management. The tendency 
Thus, for example, it would be natural, 

v '- ' ■ ■ . . rates for fees 

and perhaps propjer, for a private water and fees for 
company to keep a “large capital account ” 
and to carry a heavy interest or dividend charge 
against the earnings. But wdien a government has 
paid off in whole or in part the debt contracted 
when it acquired the plant,* it is not uncommon to 
drop the interest charge and toreduce the rates in 
proportion to the reduced costs. The reason for 
making such an enterprise a government function is 
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amount .that each taxpayer shall contribute is to be 
measured, or it is that upon which the tax is ‘'levied. ” : 
The base is not always, although it may be, the source 
from which the tax is paid. Thus a tax based on prop- 
erty is generally paid out of the income, or revenue, 
which flows, sometimes from the property, sometimes 
from other sources, while a tax on income would be, 
normally, paid from the same income that constitutes 
the base. The direct taxes are almost always called 
by the name of the base ; indirect taxes are seldom so 
named. The base is often expressed in units of 
value ; as, for example, ®100 worth of property. It 
may, however, be expressed in terms of some other 
units of measurement, as yards, tons, acres, barrels ; 
or again by mere count, as, one poll, one ox, etc. 
When the base is expressed in terms of value, the tax 
is sometimes called an “ ad valorem ’’ tax. ,, id valorem 
When .the base is expressed in teimis of and^spedfic’’ 
some unit of measurement other than 
value, the tax is sometimes called '' specific.” But 
neither of these terms is applied to certain kinds of 
taxes, such as poll taxes, income taxes, or inheritance 
taxes. Sometimes the unit of the base is complex 
and arbitrary. For example, in Vermont, the base 
of the general property tax is each dollar in the 
“ Grand List.” But only one per cent of the true 
value of the property of each taxpayer is " set in the 
list,” while his poll is also “ set in the list,” at an 
arbitrary valuation of $100. This complexity of the 
base arose, originally, from the custom of fixing an 
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arbitrary uniform value for eaeh jnere <>f propertv, 
as «o much per acre of land, so much per heud (»f 
cattle, so much per horse, irrespective of actual value. 
Other cases of .such coniplc-x: bases usually have simu* 
similar historical origin. 

— the nmourit of tax that falls upon each 
unit of the base. The rate, whet iicr i'ni- spccilic or 
ad valorem taxes, may be pri.>j>ortioiial 
or disproportioual. It i.s }iroportioiiul 
when it is always in the same projvortioii to the biise, 
whether the amount held by a taxpayer or subject to 
the tax be large or small. 

The important thing to observe in connection with 
proportional tax rates is the way in which ilie rate is 
“Propor- arrived at. It often occurs that a gov- 

tiouar' and i i • , • , . 

**apporiiov(d^^ eminent <lesires to raise a cleiiiniu amount 
/ajc'.x. of money by a given lax, but aggre- 

gate of ilie base is not known at the time tins amount 
is fixed. It may therefore direct that wbeii the ag- 
gregate of the base is ascertained, the aniouiit. to be 
raised shall be divided by the aggia^gate of the base 
and the quotient, or the rate thus ol>lained shall !.)e 
applied in turn to the amount of the l^ase held by 
each taxpayer, thus determining his taxes. Or 
again, and this is perhaps more important, a central 
government may apportion among its local divisions 
the total amount to be raised, assigning a lump 
sum to each, and the local government of each divi- 
may apportion its share among its taxpayers in 
ythe^ianner above -described. In the latter case the 
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rate,’' so far a’s individual taxpayers are concerned, 
will vary from one local division to another. When 
either method is followed, the rate, or even the tax 
itself, is often called “apportioned.” This distinc- 
tion is especially important in the United States, 
where most of the state taxes are apportioned in this 
manner. In many instances, however, the govern- 
ment fixes the rate in advance, and is content to ac-* 
cept the revenues, be they large or small, which the 
rate so fixed will yield. It is true, however, that 
even in these cases there is a rough sort of appor- 
tionment made before the rate is fixed, otherwise the 
revenue might be too large or too small. Fixed pro- 
portionate rates are sometimes laid down by some 
superior authority to limit the extravagance of lower 
governmental bodies. 

Disproportionate rates are rates which in them- 
selves vary as the amount of the base held ‘^Dispropor- 
by different taxpayers varies. These ^ 

rates maybe progressive or regressive. 

Progressive rates are the most important general 
class of disproportionate rates. This term is applied 
when the rate is proportionately higher 
for a taxpayer who is taxable for a large 
amount of the base than for one who is 
taxable for a smaller amount. That is, the fraction 
taken is ever larger, the larger the amount of the 
base possessed by the individual taxpayer. 

Progressive rates may be regular or irregular ac- 
cording as they increase by some fixed mathematical 
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role or iocreasjile in sonie more or less arliilmry man- 
lier* There are very few ref^iihir prog-re, ssive tax 
rates in aetual pno’tice. AritlorietiraL or geornetri- 
eal progression would give regular progri'ssioii ami 
so would many other mathematieal forioulus, ii«Ua!d\\ 
some of those of calculus. Of c‘oiirHi.\ iiuioy forms 
of regular progression w^oiild, if eoutiuiiefl long 
eiiongii, reach, a rate, equal to one liiim.livd per cent 
of the base* As this results in practical coiifiscaiijoig 
such an extreme is seldom provided by law. Usu- 
ally, after a certain relatively high point is reaeliiHl, 
the progression is more or less arbitrarily stopped 
and a proportional rate is substituted, Were the 
progression to lie continued until it resulted in con- 
fiscation the motive would not he a one, for 

such a, policy would diminish llie revenue by ulti- 
mately cutting down the aggregate of the base. In 
fact, as we sliall see later, the motive fur a progres- 
sive rate is always something other than the purely 
fiscal one. 

One of the most common, and certainly ane of tlie 
most important forms of progression is that called 
degressive/’ In this case the rate (as 
^hstinct^frqm the tax) increases but by 
an ever decreasing increment. In perfectly regular 
degression the rate would be so arranged that it 
would constantly approach but never quite reach a 
jgiven proportional ,rate as a limit. It would be cum- 
Itersome to accomplish this result by varying the 
|npmiualirate* But practically the same end can be 

iirid:; 
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reached by the simple expedient of deducting- from 
each of the ascending amoniits of the base a fixed 
amount, that is, technically untaxecl, and a,pplyirig to 
the remainder, in each case, a nominally proportioned 
rate. 

Diagram A illustrates a theoretical form of regu- 
lar degressive taxation, which maybe regarded as nn 
ideal. ^ The diagram is drawn on the assiiinption 
that a constant amount ‘‘ C ” is dedncted from each 
and every amount of the base, be the base large or 
small, and that the remainder is subject to a propor- 
tional tax of '' R,” wdiich thus becomes the limit, 
which the rate constantly apimoaclies but never 
reaches. 

DIAGRAM A 

A Typical Form op REGtiLAR Degression 



In actual practice such regularity as is assumed in 
the chart is seldom found. The regularity may be 
broken by changing the amount of tlie deduction al- 
low^ed at different stages, or by cutting it off alto- 
gether. 

Diagram B represents the beginning* of the scliod- 
ule of rates of the British income tax, as it wais under 
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tlie law of 1898, when the rate wm fixocl at tls'lil 
penee per The dethicliorrs alimvei! were 

i^lOO n]j to an ineome of .£400 ; tlioii i* LlO up t<j an 
inoonu3 of XoOO; then .£120 to £0iiO : CTO to .tTOO : 
after \vlii<4i no detluiiion ix alluweO, As ^vill lie 
readily seen this carries fairly re^^iihir tli*;4rt.‘ssio!i up 
to.' Ja 00,; after which the rate is proporiicuial. . 

BIAGKAM B , 

BKmsir I ncome. Tax, Foini op 189S. Itirie Se, pkij t 
SLicin:LY Iee.eoula'e llEoiui^siux, KNjo.No IN PnopHiruuN 


d. 



Progressive tax rates are often gradnuted ; that is, 
the rate increases by grades or stages of the aiuoiints 
of the base, and is either proportional or lixed 
within each gmle. From tins praAtiiat it is very 
common to speak of all progressive taxos as gradu- 
ated taxes.” It is probably safe to say that the term 
graduated ” is more widely used in this connection, 
and perhaps better understood than the term pro- 
gressive.” 

Diagram 0 represents a somewhat complex form 
of the graduated tax. But it is a form which vdth 
^modifications as to details and rates is very frequently 
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found and is found in connection with iiiaiiy im- 
portant taxes. The diagram shows the first ten 
grades of the long series of grades in the Prussian 
income tax, as it was in 1891. It is a form that is 
intended, broadly speaking, to result in a series of 
rates that impose a generally degressive tax. But 
on account of the fixed rate within each grade, and 
of the change in rates from grade to grade by round 
numbers only, the resulting schedule is regressive 
“within each grade, and occasionally regressive from 
. grade to grade. If the rates were proportioDal 
'within each grade, the chart would show a series of 
horizontal steps. 

DIAGRAM C 

First Ten Grades of the Prussian Income Tax, 1891 


Graduated Degression, Regression in Each Grade 



Many other forms of progressive rates have been 
devised. They are found in a great many different 
kinds of taxes, but are most common in income mid 
inheritance taxes. The -theory of progressive taxa- 
tion is discussed in another connection. 

The rate, is regressive when it is the reverse of the 
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progressive, Unit is, when it is higher for the laxpuver 
wh(» lias a small amount of the laise tlijui for one who 
lias a large amount. 'I'liis is usually re- 
garded U.S ail uiijiis) modi- of taxation, 
and wiieii it oeeiirs, it i.s usually an aeeideiitai or nn- 
iutentional re.sult. Sonielinies it i.s lu-uiiglit alioiit 
by the evasion or partial evasion of taxation by tlnwe 
who should be the heavier tiixpav ers. It is oeeasion- 
ally adopted intentionally, as when it is desired to 
externiiiiato small .saloons and drinking plaee.s by a 
higher license tax than is imposed on the hirger one.s. 
It is safe to say that whenever regressive rates are 
found, they are either aecidental or tlieir j.urpo.sc i.s 
distinctly non-li.soal. The regressive rate.s are in 
practice never very regular in form, even less ,so than 
tlie progressive rates, but theoretically (hey euu he 
quite as regular in form as the latter. 

It should he noted that graduated taxes are usual) v 
regressive within eaeli grade; that is. the tax is a 
smaller proportion of the base for u taxpayer who 

Oraduaied is just ovcf tlio lower limit tliaii for one 

rr- ■ ■ -i ' ' . ' ' 

gnmive in IS at or near the ujqter limit of the 

moh grade. grade. Strictly HueukinL'. everv so-eallod 


ttuafnih. 
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‘ TollR 


Impost is a general term for any tax, but there 
is a tendency to make it synonymous 

. _ . . ^ “Impo&tT 

With indirect taxes. 

Customs duties are indirect taxes levied on the 
goods imported into or exported from 
certain territories* duticsA 

Excises (English) or internal revenue taxes (Amer- 
ican) are indirect taxes levied on goods 
produced or consumed within certain ter- ‘Hnternai 
ritorial limits. cm.. 

Toll Avas originally a general term for many taxes, 
but it has come to have a special mean- 
ing, and applies only to the charges for 
passage over roads, bridges, canals, etc. 

A tax is said to be shifted when the taxpayer 
reimburses himself from some one else, 

The final incidence of the tax is the and “ ind- 
falling of the burden upon some per- 
son who does not' shift it. 

Two terms of great importance in connection with 
taxation are “levy” and “assessment.” 

The term “ levy ” covers all the legal processes of 
imposing a tax and making its payment compulsory. 
It is an act of the supreme authority of ^<Levy^Umd 
government. “ Whatever else it may be,” “ assessments 
says Mr. John Fiske, ^ “ the government is the power 
that taxes.” Conversely no tax can be imposed ex- 
cept by governmental authority. In England and 
the United States the power to levy taxes is a jeal- 
^ Ciml Government in the United States, p, 7. 
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ously guarded prerogative of the IcgislaJive dn[>art. 
ineiit. Two of the eoiiiiiKiiu'ht jim^iHious of tlio 
foriKtitutions of ilie eominoinvc.'iiiliK «<f the rjiUod 
States are in effect: (1) that '■•ihe jiowtir of luxa- 
tioa shall never be surreiiilereil nr sii>iieiide(i bv 
any grant or conlraet to wliieli the State shall he 
a party.” (2) “No tax shall be ]e\ie<l exeept in 
pursuance of law.” Only in counti'ies having a 
system of administrative law is there a seeming 
departure from this prineiiile. 

After the legislative or the equivalent authority 
has levied a tax, the next step is the “ assessment.'’ 

'^”'1 proceed- 
ings of the administrative oftieers in de- 
termining the amount of taxi^s each taxpayer is to 
pay. By metonymy it is often restricted, in com- 
mon usage, to the most important jjroeess involved, 
llius in the United States in eonnei-fion witli the 
administration of the general property ta.x, tlie term 
assessment is often used as thoiigli it were svnon- 
ymous with the “valuation of the ])roperlv. 

^*il® l^'S?‘dly and logically the levy of ,a tax in- 
volves fixing the rate, and while lliem-etieally this 
The levy of a part of tlie levy can no more he tlelcgaled 
lativc /line- legislative aiitliorit j to an y one 

**>»• else than can any other part of the levy, 

nevertheless, a seeming delegation of tins power often 
occurs. Thus some executive department may be 
instructed to ascertain that rate which will yield a 
certain sum of money, and this rate, although ini- 
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Iviiowii at tli-e- time the law is enacted, is declared 
therein to be the legal rate. This is only a seeming 
eTasion of the fondamental principle ; for the exec ii- 
tive dejiartment on Avhich this duty is imposed has 
no discretionary powers and merely makes a iiiatlie- 
iiiatical computation, the result of which it has no 
poAver to alter. Unquestionably illegal is the not un- 
common practice of such exeeutiAm boards of round- 
ing out the rate to some Avdi ole number, or to some 
convenient fraction, so as to simplify the extensions 
on the tax bills. But this is such a trivial matter 
that the courts do not regard the tax levy as iiiAdl- 
dated by such a proceeding. 

The tax list or roll, Avhich is also known by many 

other names, contains the record of the assessment. 

In many cases, notably on the continent 
^ ’ y. « . The^HaxlistA 

of Europe, these lists are, for certain 
taxes, elaborate, permanent or partly permanent rec- 
ords, A?hich may serve various legal purposes as Avell 
as the fiscal, as for example the record of titles, and are 
called ‘kiadastres.” When the same tax is used by 
several different departments of government, as, for 
example, by the cities, counties, provinces, or other 
diAdsions of locah governments and also by the State 
or central government, the initial tax list or the orig- 
inal, may be retained and filed in each local ofRce or 
tax bureau, and a duplicate thereof sent up to the 
higher department or division of government. When 
a number of these duplicates are brought together, 
the combined list is designated by some distinguish- 
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ing name, such us tlie “grainl aiiplicali-,’' ili,. “gnuul 
list,” or some other similar term. 

“Rate,” when used alone without the prefix “tax,” 
is a term applied in England to nimiy Ineal taxes, as 
“Rate" mran- the “ poor rates,” or si 111] >ly “tlie rales.” 
ingaiax. oouiitry often carries tlie dis- 

tinction between local taxes atid general taxes. In 
America local taxes for the maintenance of the water 
systems are not infrequently called “ water rates,” 
but the term does not carry the same meaning as in 
England. 

There is a tendency among carefttl jaiblieists to 
use the term “ rate ” to designate the jiriee paid by 
a consumer for some ])roduet of a imidie industry 
when the government has a monoimly thei'cof. 'I’hus 
“Rates" generally speak of jiostagc rates, tele- 

chnrnes/or graph rates, railroml rates, water rates, 

public service, , , , ’ 

i«ucs^ tiiKi tlic I **’ pricp ' 

■would, if this usage were tmiversal, be apidied in 
public finance only to those charges which are made 
for goods produced by public industries inuler com- 
petitive or quasi-competitive conditioiis. If this 
usage could become universal, it would be conducive 
to clearness. ■ ' 


CHAPTER III 


THE TAX SYSTEM 

Section 1. No nation has ever found it feasible 
to adopt any single tax as the sole source of its 
income. No nation at all advanced in civilisation 
has attempted to conduct its government entirely 
from the earnings of its domains or industries. 
Every civilised nation of to-day combines the three 
sorts of revenues, those produced by its own activi- 
ties and those obtained from taxation and from fees. 
And furthermore, no nation attempts to exist with 
only one of each of these kinds of revenues. These 
different forms are combined into a 
“ system ^ or general selieine, which con- of various 
forms more or less closely to the general 
ideal of justice which may have been national sys^ 
adojited by the nation. To judge of the 
justice or expediency of any tax it should be studied 
in its place in the ‘‘ .system, ” We have already seen 
the two main theories as to the proper measure of 
taxation ; the one, that taxation should he measured 
by benefit ; the other, that it should be measured by 
faculty, A perfect system would so combine the 
different forms that the total burden imposed would 
be in accord ■with the ideal adopted. 
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There in a eniinlaist te!a1eiH\v inward the' siiiiplifi-' 
culiou of tax systeniH, alllKai«rh iiinHt iiealerii s\Htfiri8 
are ntill extremely eniiipliiaitecL It' is 
tle.^ dream nf rimioeial tJiecxfists^ riiid liirs 

been ever shiee ilie stdenee bejaaiiu ami it is ttie aiin^ 
of many woiild-l^e reformers, in hud a si!ii;’k‘ tax/tliat 
will furriish all the iieeessary fniids lor I he support 
of the government. The pbysioerat it* hripSt^unifiie 
oil the pmhut iui is well knowiu as Is also tli.e .Jiis- 
tifieatioii tlu^refur. ll is also well known wliereiii 
this fails. IModerii proposals genta-all}' involve some- 
thing more Ilian mere lax reform. I'iici soeialistic 
demand for a single, excliisi\’"e .iiieoine 
tax with a jirogressive iiite is a:dva,,iiced 
with a hope ot effecting a redist.rilintioii 
of the. wealth of . the ' W'orli'L ; Ileorj' 
George’s well-known sidieme for a single tax on land 
has a similar ulterior purjM>se. His olvjeei is to free 
industry from trammels which he supposes are due 
to the appropriation of laud values In* private indi- 
viduals. In form Ins proposition is not very unlike 
UmiihhUp that of the Physiocrats, He is an extreim^ indivhhi- 
alist, but he aims, like the sianalists, at a new dist.ri- 
butiou of property. Of these two muthjrn sebenies 
for a single tax the first is perfectly feasil)le friiin the 
fiscal point of view. Sucli a tax could piT)bably be' 


7'h(’ drvatn of 
a stiuih tax. 


Sintjic pro- 
//rc'.N.sir*’ in- 
come to.c, tnid 
the ( id fry inn 
land iur. 
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THE TAX SYSTEM 

altered, seem just that the man whose property was 
benefited by the grading and metalling of a street 
should be entirely free from a special The socialistic 
charge for the special benefit. The 
scheme is inexpedient for three reasons ; unjust. 

(1) it presupposes for its successful administration 
a method of distribution of wealth very different 
from that which the world now has , (2) it demands 
a perfection in the technique of administration as 
yet absolutely unattainable ; (3) it wouki need, in 
order to be fairly administered, more honesty than 
men have yet shown in their dealings with the gov- 
ernment. None of these reasons militate in the least 
against the incorporation of an income tax in the 
tax system, beside other taxes. They apply only to 
its use as the sole source of revenue. 

Mr. Louis F. Post, official lecturer for the Single- 
tax League, gives the following explanation of the 
second most prominent form of a single tax. 

The practical form in which Henry George puts 
the idea of appropriating economic rent to the com- 
mon use is ‘ To abolish all taxation satm that upon land 
values*^ This is now generally known as Hlie single 
tax.’ Under its operation all classes of workers, 
whether manufacturers, merchants, bankers, profes- 
sional men, clerks, mechanics, farmers, farm-hands, 
or other working classes, would, as snoh^ Henry 
be wholly exempt. It is only as men George’s single 
who own land that they would be taxed, 
the tax of each being in proportion, not to tlie area, 
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blit to tlie Vkihm of liis lanil. Ami ihi one would bt» 
coiiipellecl to pay a higher tax iliaii laiierK if his land 
were improved or used while theirs wjis lod. imr if 
his were better improved or la^tter iisial limii llieirs* 
dim value of its improvements woubl not he. euiw 
sidered in estimating the value of a holding; site 
value alone would goverin Jf the siti‘ rose in the 
market, the tax would pr()portioiiati*ly iiierease ; if 
that fell, the tax would piNjpratioiiately tiiiniiiish/'' ^ 
A full discussion of the eeonoiuic and social t‘ffecis 
of Henry George’s single tax would, carry us far ];h> 
yond the scope of tins book. The argiumuit for 
the single tax, as a mode of taxation alone, is far 
from complete by itself. In so far as it (*an be stated 
The argument separately it lias been well given by Fille- 
for the .single browii.^ llis Statement is as follows: 

''u. The site value land is a sutaal 
product. 5. A land ta,x cannot be ‘ shifted.’ e. The 
Mling value of the land is an iiutaxed valued’ From 
k he would have us draw the conclusion ilmt the 
ground rent should belong to the e(minnuiity as a 
jwhole* This, of course, involves the eciuiomie ai’gu- 
knent for the single tax. From h he would have us 
infer that the only person affected would be the 
landlord, and from e that all taxes arc 
mately taken from rent, it followxs that in the course 
; pf two or three generations taxation may cease en- 

j ^ ** Tlie Single Tax,*’ p. 1, Henry George, PmgreBB ami Poveri'ij^ 

I 'M. rm,, Cbap. II. 

: : j G. 0/ Taxation^ p. 165. 
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tirely from being a burden upon any one.” ^ In tlie 
iirst edition of this book there was a discussion of the 
probable sufficiency of the revenues which could be 
obtained from this source, and figures were presented 
from which the author was inclined to draw the con- 
clusion that the entire ground-rent would in most 
communities be less than the revenues no w 
being spent by the government. Those TcvMiTom 
figures have been questioned, and it is the single tax. 
difficult, if not impossible, to get any that both sides 
to the controversy would be willing to accept. But 
it appears to the author on more mature considera- 
tion that the point is not quite pertinent. Because, 
if it were admitted on the one hand that all taxes 
other than those on land values were unjust, then it 
would become the duty of the government to keep 
its expenditures within the revenues available. But ^ 
on the other hand some of the ablest among the ^ 
modern disciples of Henry George do not lay full 
stress on the word ‘‘single.” “It is a question of 
applying land values to the common use as far as 
they will go, or as much of them as may be needed, 
as the case may prove to be.” ^ 

Aside from any question as to the probable suffi- 
ciency or insufficiency of the revenues, the single 
tax presents a great many practical administrative 
difficulties for the solution of which no detailed 

1 Op. cit.^ p, 163. 

‘-2 Louis F. Post, The Single Tax, p. 86. Quoted approvingly by 
Fillebrown, op. cit,, jj. 15L 
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Siiggc3Kti0UH have been ofTerecL I'hiw we niiiiHit 
iMffieuiTfof easily foresee how, iimler ihe Uiirie 4 *eil 

ndinifut^kr- i-i’ - " -'i- t ' 

wg th, .intflr iHSeSSliloIll Willlld bo iii;|<le, 

'«•<•• 0t‘ how thi> aclUiil jiroiiiHl-ri iit wmih! he 

ii.s(!urtain(>.ii. It k csiKM-iaily 'iil'licult in >ec limv the 
reveniuw would bo apportioiiod iuiiuiin the \;irious 
divisions of governuH'iit. or wliat would In* the as- 
signintMit of goveniinemal fmn-tioii'i to difi'erent 
divisions of govminuMit under the new regime. 
All these dillietdties make governments liesiiati* to 
plunge into so eompivhensive a ehaiige, the uuteonie 
of wliieli it is so dillicult to foresee. 

If on eeonomic grounds, or on the ground of 
general public poliey. we deny that any such fiuida- 
Eeonomie oh- eluingps ill t he inodei'ii systeiii of 

jcctio,, to the land ownership, possession, or eiiinvinent 

8imlr tux, T . 1 t 1 . . ' ' 

iivii (U‘sirable, or tluit tho ap- 

pro])riiitioM of grouiid-veiit is in any wav a wrong, 

or the cause of any social or eeonomie evils, then tlie 
case against the single tax is clear. It would he 
fundiinientally unjust because it lays uu undid v 
heavy burden on certain classes and allows others to 
go free or at least to enjoy a very considerable ahate- 
ment in their contributions to the coinnion ends of 
society. 

An apparent application of the single-tax idea is 
Mcd^n taxes found ill the recent extension of a svstein 
merit of kind Bpeciai taxcs Oil tlie increiiieiit of 

^ucs. land values, especially in largo cities 
iii Germany. As these cities have grown rapidly 
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in population there has come a corresponding 
increase in land values. In many cases the existing 
tax systems have been insufficient to reach this added 
tax-paying capacity in a manner that seemed adequate 
tinder the new conditions, and consequently new 
special methods of reaching it have been devised. 
The special taxes are usually based on the so-called 
^Minearned” increment in value and not on any ii> 
crease due to actual outlay or improvements made 
by the owner. They are usually levied at the time 
of a transfer, when the actual increment of value 
appears. The rates, while often sharply progressive 
according to the percentage of unearned increinent 
over cost, are not so heavy as to take the entire in- 
crement. They accrue, as a rule, to the benefit of the 
cities onlj^ These taxes are therefore unlike the 
‘^single tax” in that they do not in any event take 
the whole of the ground-rent, whether as an annual 
payment or in capitalised form. 

Every tax tends to repress the development of the 
particular phenomenon on which it rests. A single 
tax of any kind will tend to defeat its single tax 
own ends by repressing the existence defeat 

. iU own ends 

of the phenomenon which gives the ly repressing 
signal for its assessment. For example, the thing upon. 
in Mexico land is not taxed, but if 
the farmer kills a cow, or sells a crop, he is taxed. 
Naturally this discourages any extension of the uses 
of land tliat involve this disagreeable consecpience. 
The experience of nations which has led them to 
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would say that each, citizen should pay according to 
the benefit he receives. What is the benefit and 
how is it measured ? The common benefits are, 
clearly, the peaceful enjoyment of life, The benefit 
liberty, and property. The protection 
the State affords to life and liberty is exlstilgTx-^ 
tiieoretically equal for all; that to prop- 
e*rty might be considered to vary as the amount of 
property varies,^ A uniform tax on each poll for the 
first two benefits, and a proportional tax on property, 
would seem to answer the requirements of this theory 
with sufficient accuracy. But the relatively small re- 
turns from the poll taxes and the great expense and 
friction of collecting them soon led to their partial 
abandonment. Property then remained the chief 
basis under this theory. The value of property 
seemed clearly to depend on its revenue-yielding 
power. It is a matter of comparative indifference 
which is taken. Hence the idea embodied in the 
famous dictum of Adam Smith: “The subjects of 
every State ought to contribute toward the support 
of the government, as nearly as possible, ... in 
proportion to the revenues which they respectively 
enjoy under the protection of the State.” ^ But here 
again as the industrial population separated from the 
soil and a large body of citizens arose, who had no 

1 The benefit theory has been illogically developed into a defence 
of progressive taxation. See Seligman, Progressive 

p. 181 ff. I have not included this illogical side in the discussion. 

2 Bk. V., Chap. IX., Bart II. On the various interpretations of 
this passage, see Seligman, op. cii., p. 160. 
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land and little pemnuil property^ and wlio i'lmld ill 

afford to part with any of their earninirs, Iniiiniiniy 

and expediency urged the exempt iuii of t!ni mitd* 

Thvvi'mifiiiim miiin of ^ubMislimcx^ 1 1 eost tiui mucdi 

illihi mini- noich hitlerJieSK in eollei'.l 

mum itj -s-Mf?- 

mAenn\ taxen iiptm those Inning only the hare 
uecexsitieH, Then came liieardi^’s saggiest ion* 
powc?r of paying taxes is in pre»pin1iun to the net, 
and not in proportion to the gross reveninn"’ The 
items that were to he dedinled were, tlie costs of 
prodiiftioip among ’vvhieh were then counted the 
bread and meat for the lal)Ollrcrs^ wliirh were vv- 
garded very much as so mueh fuel sho\elled into tlje 
funuice of a liuiuan machine. lienee it was a,rgued 
tiiat it would be too Imrdensome to product i«m to 
tax what was necessary to tnaiutain the prodmUive 
power of the workers, A t*ertain annumt of income, 
therefore, should be exiuupt ; for if taxe<h the tax 
would certainly he shifted. Fortunatedy, acx*ording 
to the prevalent theory of wages, the armmnt to be 
exernpietl would remain fixed, or mnirly so, advanc- 
ing, if at all, very slowly* Bo that all incomes over a 
fixed amount were to be taxed proportionally, since 
the beneftt to such individuals as poBst‘.BHed iiufomes 
above the chosen minimum was supposed to be in 
exact proportion to the amount in excess of the 
minimum* Stated broadly, this theory was as fol- 
lows : All taxes must be proportioned to benefit. 
Certain classes only are benefited, namely, those 
having income over a certain amount ; that is, over 
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the iiiinimtim of subsistence. They should be taxed 
oil the amount above that, iiiinimum of subsistence. 
It •would seem, then, that the money spent in pro- 
teotion of the workers who lived on the minimum of 
subsistence was to be treated as if of benefit to the 
other classes. This puts the worker in much the 
same category with the pan|)er for whom the State, 
from reasons of humanity, decides that it is worth 
while to care. With a clearer percepition of the 
character of production and a realisation of the fact 
that the worker was a man, the satisfaction of wliose 
wants, even if they did not exceed the minimum of 
subsistence, was yet as impoit/aiit as the satisfaction 
of the higher wants of other classes, came a realisation 
of the inadequacy of this theory. It is now quite 
generaBj abandoned, except as the legal theory in 
America. 

Perhaps the best statement of the United States 
legal theory of what constitutes the just measure 
of taxation is given by Judge Coolej^^ The legal 

If it were practicable to do so, the theory in the 
taxes levied by the government ought sutied. 

to be apportioned among the people according to tlie 
benefit which each receives from the protection tbe 
government affords him ; but this is manifestly im- 
possible. The value of life, liberty, aud of the social 
and family rights and privileges cannot be measured 
by any pecuniary standard ; and by the general 
consent of civilised nations, income or the sources 
1 Taxation^ p. 24. 
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of iiu'onie are almost Htiiversaliy inaiin tin- basis 
upon wliich the onUnary taxes are estimateii. 'Hus 
is upon the assumption, never wlioHy true in point 
of fact, but sufTieieiitly near the tnilli for tin- pi-a,-. 
tical operations of yoveriimeut, tiial the iv- 

eoived from the government hears some pi-fijiortion 
to the property held, or tlie revemie t-njoyed nmler 
its protection ; and though tliis ean never In, tirrived 
at with accuracy, through the openttioii of any gen- 
eral rule, and would not be wliolly just if it e(tnld 
be, experience has given ns no belter standard, and 
it is applied in a great variety of forms, and with 
more or less approximation to justice and eipiality. 
But, as before stated, other considerations are ulwavs 
admissible; what is aimed at is. not taxes strietlv 
just, but sueb taxes as will best subserve the general 
welfare of political society.” 

Benelit as a measure of taxation is llu-refort^ ac- 
cording to the admission of one of its strongest 
advocates inadequate. Only in special instances can 
benefit be <Urootly measured. Hiere, rtf course, it 
has been and will remain the basis of taxation, at 
least until the State shall decide that the special 
benefit has been merged in the common benefit. 

Sec. 3. But the faculty theory, while offering 
Thefaouity some difficulties, is ou the whole more 

ZZZlhe The faculty theory is vvell 

Mngiuhpow illustrated by the history of the English 
^ 1 1 ! 1 1 , . poor law^ to which reference lias already 

the attempt 'was made to supply' 
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the wants of the poor by voluntary contributions. 
But it soon became apparent that all were not con- 
tributing ‘•Vas God had prospered them.” The idea 
that the support of the poor was a benefit to the 
other classes, except, perhaps, so far as ahiisgiYiiig 
was supposed to insure a man’s salvation, did not 
appeal to the legislators. They anxiously avoided 
ihaking the contribution compulsory because it would 
be hard to justify such a policy by pointing to any 
benelit. But they felt that fairness demanded that 
each should contribute according to his ability. 
Indeed, this was their understanding of the Divine 
command upon which they were consciously acting. 
The justices of peace were, without any very definite 
instructions as to the mode of procedure, authorised 
to see that each person contributed fairly according 
to his ability.^ 

What then constitutes ability ? The original idea 
seems to ha ve been that the possession of property 
constituted ability. But the value of 
property depends upon its power to yield of faculty. 
the owner a revenue. If we consider landed prop>erty 
only, we find historically the greatest uncertainty as 
to whether men should be assessed according to some 
estimate of the salable value or according to its 
annual yield. This uncertainty SiTose The saiaUe 
from the conditions of the times. The 
salable value of landed property was, of produce. 
course, determined by the annual produce or revenue- 
1 Ashley, Ecommic History, II., p. 360. 
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yielding jiower. lu the iniddlo !igi<s hmd was nut 
Hiduhle property; hence, it was tiie (.•iistuui to value 
it for piirposes of taxation Hfcurdiiig (n the annual 
produce, or the annual rental value, vvliicli was de- 
tcniiiued by the produce, 'rin* liistury of taxation 
in the Anierieau colonies is very instructive as to 
the inetliod of determining what constitutes faculty 
or idiility to pay. Here for the linst time in iiisiory, 
or at least since tlie fall of Koine, was a eountry that 
enjoyed almost absolnte free trade in huid. When 
the Connecticut proprietoivs liought in fee .simpie 
lands in Vermont, which they had never seen, to be 
sold again on tlie same terms to .settlers, whom t hey 
had never seen, often for prices which tlie same lands 
Frvv imth- hi 'I'd bring to-day. tlioy were doing 

landinNew wdiat was uot po.ssildo in any Euro)_ieiiu 
England. eoiintrvut the tiiiieaiid wltat is Only partly 
possilile in most of them to-day, i.n. selling land as 
one sells vv'heat or any other commodity. The New 
Kngland colonists, therefore, had tin; clioiee of two 
methods of assessing projierty in land : they euuhl 
follow the older method to wliieli they werif ae,eu.s- 
tomed at home, which assessed the rental value of the 
property, or they could take .some method .suggivsted 
by the fact that lands were really sold, in fee simple, 
for a price. In general they chose the latter, although 
there are numerous traces of the old method both in 
the tax laws and in other regulations that are of a 
similar oharaeter. It is unfortunate that none of the 
investigations into the history of this period have 
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been specially directed toward tins point. Vermont 
fiirnislies one of the best examples of the principles 
underlying the colonial ideas of taxation. There 
the conditions were very simple. Taxation was in- 
tended to cover all male inhabitants. 

Taxation oj 

Every male between 16 and 60 jeius of jacniti/vi 
age, with a few definite exceptions, was 
“rated"’ at ^6 on his person. That is, everybody 
was considered to be able to contribute something, 
whether he had property or not. Then the different 
items of property Avere “ set in the list ” over against 
the name of the owner at fixed rates. For example, 
each acre of improved land, 10^^. ; an ox or steer four 
years old, <£4 : three years old, £3 ; two years old, 
£2; one year old, £1; a horse three years old or 
over, £3; all “horse kind” two years old, £2. 
Money on hand, or due, was listed at £6 in the £100. 
Then all persons were listed “ for their faculty,” 
according to occupation and earnings : attorneys at 
from £50 upwards, as the value of their practice in- 
creased ; all tradesmen, traders, and artificers “ pro- 
portionally to their gains and returns.” Other items 
of property Avere entered in the list in a similar way 
at fixed rates. The sum total of all the different 
items over against the name of each person was sup- 
posed to represent his total ability or faculty. The 
notable thing about all this is that only revemie- 
yielding property Avas listed. It was not a property 

1 AVood, History of Taxation in Vermont, Colimi'foia College 
Studies, IV., 3. 
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tax purely, nor an income lax. fJul the (hinj^f wlii.-Ii 
it Konglit to ascertain was how much ahility iir fiu uliv 
each person had. All properly that was regarded 
as indicative of faculty was listed, ami many oiher 
things that were also iiidiealive of i'.ieulty were in- 
cluded. Later, however, Vermont adopted a form 
more nearly in accord with the idea that propertv 
alone indicates facult}*. 

There arc, then, two -ways of aseertaiuing faculty. 
In the one the ha.so is primarily (he [ti-nperty irre- 
FaciUtu mios- spcetive of the revenue thi.> propertv 

it income from 
incomr. property 01' from other sources. There 
are also two ways ol completing tlie mmi.surement : 
We may assume that faculty is projairtioual to 
property or income ; that is. that ii increases in 
exactly the same ratio as j>ro[i(‘rty and income 
iiicroaso. Or we may assume tluil it increases nnu'c 
rapidly than either property or iiU'om(\ Tim ehfiiec 
of base and the choice of rate liave givim rise to 
long and weary discussions and liair-splittiiig dis- 
tinctions. In regard to tho first, it is .siilfie.itmt to 
say that at present the most widely acoc^pted view 
is that, from the standpoint of ab.straet jristice, 
income forms a better starting-point for the deter- 
Facvitij in- mination of faculty than property. But 
mSXa entering the discussion as 

T^operty or to whether faculty is in proportion to in- 
i : come or increases more rapidly. The 

widespread advance of democracy, and of sympathy 
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for those in the lower walks of life, led to the 
desire to justify if possible the exemption of smaller 
incomes, especially the minimum of subsistence, and 
this desire found means of fulfilment in the ii ewer 
theories of value, the conception of marginal utility, 
and the discussion as to the relative urgency of differ- 
ent wants. If we classify certain wants as absolute 
necessities, then the conclusion is near that the 
possessor of the minimum of subsistence lias no 
ability to pay taxes. The possessor of a great deal 
more than the minimum of subsistence can in pro- 
portion bear more taxes than one who has only 
enough to obtain a few comforts in addition to the 
necessities. That is, the test of justice is found in 
equality of sacrifice, and we impose a greater sacri- 
fice if we take away from the lahoming man 
with $1500 a year 10 per cent of liis income 
than we impose on the capitalist with $15,000 
annual income by taxing him in the same pro- 
portion. Moreover, if we look upon facult}^ as 
identical with general economic power, then it is 
clear that, as the control of wealth increases, the 
ease of further increase is greater. Thus it is 
easier relatively for the millionaire to double his 
fortune than it is for the daily wage-earner to 
rise to independence. 

Only slightly different in form is the so-called 
leave-them-as-you-find-them theory of justice in 
taxation. That is, that taxes should be so imposed 
that when all have paid them, each will be left in 
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the same position, relative to his follows, as he was 
before the }>aymentJ 

Skc. 4. There are two other theories, whieh, in- 
dependent of the idea, of siierifiee or of inereased 
riiecomix'ti- eeanoniic power, alleiiiji! in justify a 

mril'irnc taxation for hi.o'her iu- 

ihforks. comes than for lower. These two tlie- 
ories adojit the hypothe.si.s that the eoninion benefit 
is e(pnil, and demand that the inequalities in wealili 
alioxild ho removed in order to make it easily possi- 
ble to tax according' to this equal benefit. Idiere 
are, -fivKi, those who argue that the inequalities in 
wealth are due in large measure to the aetion of the 
State, and hence the State is Justified in abandoning 
the idea of equality of a taxation and in taxing those 
who have much wealth more heavily than others, 
for they have gained from (he Stale's own aeiioti. 
This has been euiled the coinpensuiory tluHiry. 
Others, again, starting from the same hypothesis, 
urge that taxation eaimot ho ecpial, because evil 
economic forces have changed the abilitie.s of the 
taxpayers and that it is the duly of llie State to 
offset these forces by readjusting wealth throngli 
taxation. This has been called the soeialistie the- 
ory. Neither of these theories can justly be called 
scientific ; they both cut loose entirely from existing 
conditions. 

1 Tlie student will do well to read carefully tlie three essays l>y 
Edgeworth on the “ Pure Theoi-y of Taxation ” in the 1897 voluiii'e 
of the Eeonomia Journal. 
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W e cannot, within the limits of this work, attempt 
an exhaustive criticism of all the different theories 
as to justice in taxation. But the conclusions 
reached by Seligman after an exhaustive „ 

study of all the different theories are too cojiduswns as 
important to be omitted.^ He finds the 
benefit theory, like the socialistic and compensatory 
theories, wholly inadequate. But the faculty theory 
is satisfactory and seems to him to justify a moderate 
progression. Greater faculty is represented hy 
the higher income : (1) because, after the initial dis- 
advantages have been overcome, it is easier to acquire 
more ; (2) because the sacrifice of the same propor- 
tion of the larger income is less than in the smaller 
income. Neither of these reasons suggests a defi- 
nite rate of progression. He says: “If, therefore, 
we sum up the whole discussion, we see that while 
progressive taxation is to a certain extent defensible 
as an ideal, and as the expression of the theoretical 
demand for the shaping of taxes to the test of 
individual faculty, it is a matter of considerable 
difficulty to decide how far or in what manner 
the principle ought to be actually carried out in 
practice.” 

It would seem, then, that, in general, faculty is the 
ideal base of taxation ; that faculty can be measured 
either by property or by income, but best by the lat- 
ter; that faculty increases somewhat progressively 
and is affected by the consideration of relative con- 
1 Progressive Taxation, 2d ed., p, 302 it 
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ditiouK, as the kind of |)riiport_v, tlm .suiircc of the 
inrainc, or the burdons almidv rosjintj nimn iIk* 
Modifying ii»!lividuiii orjiroifcrty. All tlic.so ouiisid- 
rr’nthvcm- ortlliolIS luiVC to 1)1* ;i]iji!i('d ill licllH'lllillilltr 
(hit, ms. wlicthcr th«! tax M-stciii of any coinitrv 

comjdies with the rules of juKiioe. ’ritey do iioi 
apply with the same strictness to tlu- sepaniie taxes.' 

’ The recognition of the principle of pirogivsM'on in the recent 
reforms of taxation is very uiarked. Sec Seliguiiin. fo.fays. ;io:» I'f. 
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THE DEVELOPMENT OP TAXATION BEFORE THE 
INDHSTEIAL REVOLUTION 

Section 1. Feudalism placed a large number of 
economic receipts directly in the hands of the rulers. 
These receipts were generally sufficient 
for the discharge of the customary pub- found under 
lie activities. It is a mistake, therefore, 
to search for taxes proper in the period of the su- 
premacy of feudalism ; that is, from the capitulary 
of Charles the Bald, 877, to the end of the thirteenth 
century. Taxes begin to emerge with the transfor- 
mation of feudal rights and dues, the commutation 
of obligatory military services, and the like into pay- 
ments in kind or in money. Greek and Roman 
forms of taxation had even less influence on modern 
systems of taxation than Greek and Roman forms of 
expenditure on modern spending. For the study of 
Roman law and the traditions of the glory of the 
Roman Empire determined many State activities 
that involved the spending of public w^'ealth. But 
new methods of obtaining the funds were devised. 
Information concerning the taxes of the period from 
the fall of Rome to the capitulary of Charles the Bald 
is rather meagre and too vague to be of much value. 
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The first taxes to emerge from the darkness of 
this period are a number of fee-like conlvibiitions of 
Raviy taxes the nature of Commuted feudal >sei\iees5 
or directly connected with feudal rights, 


were com- 
muted feudal 11 t 

dues. certain market dues and ciisi.Dins duties, 


tolls for protection to travellers, for the use of roads, 
bridges, and ferries, and two forms of property taxes, 
land taxes and family taxes. The land taxes of thirs 
period are just emerging from the character of rent 
payments and acquire only by degrees the character- 
istics of pure taxes. Even in the case of land left to 
the original possessors after conquest, the payments 
demanded are more of the character of rents than of 
taxes. But the combination of these charges willi 
hearth or family taxes leads to the formation of a 
sort of mixed property and personal taxes. The fact 
that land is practically the only kind of revenue- 
yielding property and that no considerable eariungs 
are made without the use of land makes this tax suf- 
ficiently universal for the demands of jiustice. 

Direct taxes are in this period, as in classiiral times, 
never paid by the freeman. They are regarded as 
The freeman derogatory and as the badge of a servile 
exemp. position. The freeman could give Jiis 
services to the State, he could risk his life for it, but 
he would regard it as a deadly insult if he were 
asked to pay taxes. Indirectly, of course, he was 
taxed, as, for example, when he bought merchajulise, 
for permission to sell which the trader was taxed. 

; As soon, however, as industry began to devcloi), 
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as soon as the crafts sprang up in the : cities whicli / 
clustered around the market-places, and classes which 
had liyed in part from industrial pursuits found it 
possible to obtain so wide a market that they could 
live entirely from their industry, then, there arose 
such a differentiation of the sources of ^vealth that 
the old forms of taxation were insufficient. Tax- 
ation had, therefore, to be extended to Taxation ex- 
meet the new forms of wealth. The first 
methods of taxing these were dictated wealth. 
solely by expediency and the desire of obtaining as 
large revenues as possible, rather than by any defi- 
nite ideas of justice, and were mainly indirect in 
character and partly an extension of the older market 
dues, excises, customs, and tolls, together with new 
taxes of the same kind. 

Of old Roman taxes none can be strictly said to 
have survived the conquest. Some lasted through- 
out the Merovingian period in a greatly chang'ed 
form. Finally they Avere merged into various feudal 
payments, and took on the nature of rents. A few 
relatively insignificant market dues and fees constitute 
the only taxes which regularly formed a x^art of tlie ^ 
revenues of the State or of the State’s officers, the feu- 
dal lords. The regular feudal burdens, while economic 
in character and not fiscal, really fill the Fendai dues 
Xolace of the later direct taxes. In x^ropor- 
tion to the prosx)erity of the peox^le they taxes. 
were certainly as heavy as any modern systems of 
taxes. The rax^id disintegration of the German 
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Empire into smaller territorial lordships after tlie 
sixteenth and ■ seventeenth . centuries; rendered the 
question of imperial taxation at once less pressing 
and more complicated. On some eleven different 
occasions, according to Wagner, between 1427 and 
1550 the Empire as such stood in need of extra rev- 
enues, for purposes so clearly of common benefit as to 
The common jnstify a demand for common contribu- 
'pctinyP tions. Such an instance is that of the Hus- 
site and Turkish wars. The tax used was the com- 
mon penny.” This direct imperial tax was a mixture 
of poll and personal taxes with income and property 
taxes. We find very similar taxes in France and 
England. It fell upon all imperial subjects whether 
holding from the crown or not, provided they held 
property. The rate was an irregular regressive one, 
being smaller for all above a certain amount of 
property. It was very badly administered and not 
universally collected.^ 

In the German principalities that were formed out 
of the German Empire the first direct taxes were 
the hedes. These were extra paviuents, 

The ^‘bedesT . .. . « , ‘ 

Similar in form to the existing feudal 

contributions. They were made by those already 

i ‘ • paying such dues and were measured in somewhat 

1 1 ; similar ways. The basis was generally landed prop- 

^ erty. The first Sedea were more or less voluntary, pri- 

j ; jvate contributions for the support of the Vo(/t, count, 

I : I lord for some recognised public purpose. By coii- 

' ^ Schdrxberg’s ed., IIL, 184. 
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tracts entered into between the contributors and the 
lords, they became compulsory and formed part of the 
regular income of tbe lords, who then in extraor- 
dinary cases of need -vYould again come forward with 
the demand for extra or necessity ” hedes. This was 
frequently done in times of war. Hence, these hedes 
were often called army hedes^ Some of these in turn 
became customary or fixed.. With the rise of the idea 
of public life and public needs, the hedes easily be- 
came compulsory public contributions, and were re- 
garded as distinct from the feudal dues, which by 
virtue of longer standing and the absence of a recog- 
nised public purpose were treated as the private rev- 
enues of the prince. A peculiarity of the earlier as- 
sessments of the was the method of apportion- 
ment to, or assumption by, the different orders or 
cities of a certain lump sum, which was then distrih- 
uted by their own rulers among the different mem- 
bers, according to some measure agreed 
upon. Prelates, clergy, and knights were 
exempt from the ordinary hedes- They sometimes 
rendered similar contributions, hedging themselves 
in with all sorts of reserves and precautions, to pre- 
vent the payments becoming regular. These were 
called donative monies.” 

It was in the cities that retained a large degree of 
political independence that the highest development 
of the fiscal system was to be found in the middle 
ages. This is owing to the fact that they were in ad- 
vance of the rest of the country in their economic de- 


tne neeci or suci 
received tlie attc 
aifficiently to all( 
(•enerally prevaiii; 

growth of a stro: 
ifieatiou and slut 
:lal dues from t 
res them somethi] 
;es. But iuasnui 
3 was peculiarly 
cl the territory w 
private property 
the modem seiu 
proper, but rein 
feudal dues. B 
power, and the hi| 
}he kingdom, iiec€ 
needs were at fir 
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met by the collection of indirect consumption and 
trade taxes. The tendency toward the develoj)ineiit 
of indirect taxes grew apace after the seventeenth 
century. Tlie mercantile theory, which was su- 
preme for most of the time after Colbert, prompted a 
high development of custom duties, and these ran 
parallel with internal consumption taxes. In the 
eighteenth century there were three, or possibly 
four, important taxes which had grown up in vari- 
ous ways out of the feudal dues. These were the 
^ (tallage), the ^‘vingtiemes^^ (twentieths), 
the capitation (poll), and possibly the ’’ 
(tithes).^ 

The taille is of feudal origin. Originally it was 
arbitrarily assessed with extreme rigour upon the 
serfs by the lords, and occasionally upon the great 
vassals by the king with the assent of the peers. It 
became a permanent charge when royal power was 
firmly established on the ruins of f uedalism. Charles 
VIII. made it permanent at the same time with the 

1 The term ‘‘ taille, in English, tallage, also spelled talliage, tail- 
age, and taillage, is from a root meaning ‘ 1 to cut. ’ ’ It is explained as 
derived from the gen eral method of keeping accounts by means of 
notched sticks. A taille was any sum of which account was kept, 
then the amount scored up (tallied) against any person. Slender 
sticks with notches called “tally-sticks” were used by the English 
exchequer for accounts, until abolished by the statute of 23 Geo. 
III., c. 82. Similarly, the German Kerbe, tally sticks. Otlier 
roots meaning “ to cut” are common in the names of various taxes ; 
viz. incisio, incmira, else, later accise, adcisio, Eng. excise ; in 
these Latin roots the thought is, that a part of the taxed article is 
cut out for the government. 

See Vignes, Ed,, Traite des Impotsen France, 1872, p. 10. 
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i*sUiblishment of the royal army. The iaine. was 
both real and personal. On the one side 
TimtaMe. revenue from landed 

23 roperty j on the other, it was based on tiie f.n.nllA 
of the taxpayer, measured by the revenues from las 
landed property, and active rents, as well as the prod- 
ucts of his own industry. This tax, suppressed in 
1790, yielded 44,737,800 livres the year before. 
Necker obtained 91,000,000 livres from it. Nobles 
and clergy were exempt. 

The vingtihiuH consisted of one or more twentieth 
parts of the revenues from either landed or movable 
2 )roperty. This tax had a varied history. At first 
it was used with the taille^ but when that tax was 
Thcving- made permanent under Charles VIII., 
Hemes. the vmgtwme disappeared. It was re- 

vived in 1710 by Louis XIV. as a war tax. It 
remained as the occasional resource of the treasury 
to the .Revolution, Only the clergy wau-e ex- 
it produced 46,000,000 livres (under Necker, 
000 ). 

capitation^ or system of poll taxes, was the 
variable tax of the ancient lnonarcll 3 ^ It dates 
The capita- 1695. It was first regarded as a, 

temporary expedient, but was eontinued 
the Revolution. It wms assessed according to a 
-two classes. But the base was fre- 
changed. The cle.rgy were exempt, the 
on the basis of their presuinp- 
paid the faille were 


The ving- 
Hemes. 
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taxed according to the amount of that tax they paid. 
In 1786 it yielded 41,500,000 livres.^ 

The or tithe, was an assessment paid in kind 
from the fruits of the soil for the benefit of the 
clergy. The tax was not always the 
tenth, but varied from one-seventh to 
one thirty-second. The ecclesiastical purpose of 
tliis payment has led some to refuse to call it a tax 
in the strict sense. Since the Church exercised a 
power that differed little from that of the State and 
the burden was a regular one maintained for a public 
purpose^ it should probably be called a tax. 

The eoTvSes were more strictly taxes than the 
dimes. These were personal services applied to the 
construction of the roads and other iDiib- 
lic works. They were regarded as feu- 
dal dues. They were of two kinds : the first were 
levied on property and rendered by the proprietor 
for his lands, and the second were levied on persons 
and rendered by all, irrespective of land-holding. 
The nobles and the aliens were not subject to the 
personal eorvees. The clergy could commute them 
into money payments or have them rendered at their 
own cost. The land were due from all 

hereditaiy proprietors irrespective of rank, but they 
were not bound to furnish them in person. Louis 
XVI, : suppressed the eorvSes in 1776,' but they, were 
reestablished. They disappeared in 1793. 

The most important indirect consumption taxes 

1 For furtlier details see Parieu, Traite de Impots, I. , p. 144 11. 
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were leased for 166,000,000 livres, and those collected 
by the government were 51*500,000 

Indirect con- ^ « 

sumption livres- These together nearly equalled 
taxes, revenue from direct taxes- The in- 

direct taxes of the ancient monarchy were : first, the 
addes, which consisted of taxes on drinks, on articles 
of gold and silver, on iron, oil, skins, starch, bills, 
paper, etc., and the oetrois, levied at the city gates 
on all sorts of goods when brought into the towns; 
second, the gabelle^ or salt tax, which 'was so ar- 
ranged as to amount practically to a direct tax. 
For the people were obliged to buy each 3 '-ear from 
the management of the monopoly an amount of salt 
determined in each case the size of tlie famihn 
There was a similar ^‘salt conscription” in Germany. 
Thirdly, there was the tax on tobacco. 

Sec. 3. In England ^ we find in Anglo-Saxon 
times three principal taxes : (1) The sliip-gelcl, or 
Early English ship money, a tax imposed on those 
taxes. shires and towns along the sea-coast 

which were unable at time of need to furnish ships 
for defence, when invasion was threatened. Jt was 
levied intermittently and was used exclusively for 
naval purposes. The attempt of Charles I., in 1637, 
to impose this tax on all of England and for pur- 
poses other than the navy, was one of the contribut- 
ing causes of the civil war. (2) The tribute-like 
'' Danegeld ” was levied after 991 at so much a hide 
(piece of land) and paid to the Danes to prevent 
i Se©' DoweU, Sisiory of Taxation and Taxes in England, 
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tliem from raiding the coasts. After the cessation 
of the original cause, it was collected hy the hings 
as private revenue. (3) The ‘‘fiimage,’’ or ‘‘tax of 
smoke farthings,” was a tax on every hearth. This 
seems to have been a traditional form of tax with 
the Saxons. It was in effect a family tax, as the 
hearth stood for the family. 

In Norman times, the feudal character of the gov- 
ernment was such that it obtained revenues from 
the demesne, from feudal dues, and from the royal 
prerogatives so great that no real taxes exist. The 
Danegeld was levied by the Conqueror as an annual 
tax, but disappeared after 1163. 

With the reign of Henry IL came a more ordered 
and regular system of taxation. This began with 
the well-known commutation of the niili- 
tary obligations of tenants. It was due ofmiutanj 
to the continental position of the Ange- 
vin kings. The distance at which war was Avaged 
and the length of service demanded rendered the 
military obligations particularly burdensome, and 
tenants were anxious to commute them. An army 
of mercenaries, too, suited the king better, as easier 
to control than the feudal army. Hence arose the 
commutation of the duty to foreign service into a 
money payment of two marks, £1 6«. 8cl., on each 
fee of <£20, known as the “ scutage,” or shield-money. 
Henry IL collected three suoli scutages, and this tax did 
not fall into disuse until after 1322. It was practi- 
cally a land tax, levied each time for a special purpose. 
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The tallage' in- England was the tax that was col- 
lected from the tenants on the royal demesne on 
occasions : of : iinusiial 'expense. ' Those 
The tallage. the hidago or Danegeld were 

generally exempt. Cities and towns not exempt in 
tliis way paid the auxilium or aid. The tenants 
were liable for these taxes up to one-tenth of their 
goods. In the city of London the tallage was 
treated as a ‘Vbenevolence.” was superseded 
after Edward III. by the general taxes on movables. 

The taxes on movables began with the Saladin 
tithe ” in 1188. ^ It was one-tenth of rent and mov- 
. . ables paid by all except crusaders. Out 


The hegmning ■ *• ^ 

of taxes on of this insignificant l)eginning grew a 
movables. system of taxes Oil movables which finally 
included all the taxes so far mentioned. liichard L 
levied a tax on all ploughed land in 1194, known as 
the “ carncage,” from the area upon whieli it was 
levied; namely, the amount of land that could luj 
covered by one plough (cariera) in a season. After 
1224, this was merged in the tax on inovaliles. 

The tax on rents and movables, which began, as just 
The “thir- Stated, witli the Saladin tithe, was contin- 
teejiths and ued f 1 * 0111 1189 to 1834. This ivas a grant 
fifteenths. oiie-thirteeiitii in 1207, one-fifteenth 

in 1225, one-fortieth in 1232, one-thirtieth in 1237, 


, , A The tithe, or tenth, as the rate of taxation appea,rs in many 
taxes in Christian countries. It is especially common in Catholic 
countries. The idea of taking a tenth has its origin in ^Mosaic law : 
‘‘ And concerning the tithe of the herd, or of the dock, even, of \vhat» 
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one-fifteenth in 1275. Up to 1283, the metliod of 
obtaining the grant was bj separate neg'otiations 
with each section of the country. Bnt after that 
date, general grants were made by Parliament and 
other taxes were discontinued. 

Besides these direct taxes, the crown had the 
privilege of taking “customary” tolls upon merchan- 
dise imported or exported. Hence our customs 
modern term, “ customs duties.” These 
tolls were of the character of licenses and protec- 
tion money. Their early history is obscure. Be- 
fore the Magna Charta they had become so fixed 
and regular as 'to call forth the well-known clause 
of that historical document : Let all merchants 
have safety and security to go out of England, to 
come into England, and to remain in and go about 
throxigh England, as well by land as by water, for 
the purpose of buying and selling, without the pay- 
ment of any evil or unjust tolls, on the payment of 
the ancient and just customs” Qslne omnibus main 
toltis^ per antiquas et reetas eonsuetudines'). In 
1276 these “ ancient customs,” slightly raised, were 
granted Edward I. by Parliament. The chief duties 
were on wine imported and wool exported and a 
poundage on all other imported goods or exported. 

From 1384 to 1453 there are a number of changes 
to note. The fifteenths and tenths were appor- 

soever passeth under the rod, the tenth shall he holy unto the Lord.” 
Lev. 28 : 32. A half a tithe and other convenient fractions give 
rise to the rates, which otherwise appear irregular. 
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tioned among the communities, cities, and boroughs, 
the townships and the demesne tenants, 

The“fif'‘ 

and in 1334, and the assessment then made 
remained the basis of taxation. The 
tax thus became a fixed charge. It varied in 
rate from one-half a fifteenth and tenth, to two-fif- 
teenths and tenths, as the need for revenues changed. 
Sometimes no such grant was made. In 1377 Parlia- 
ment granted to the king a tax of “ four pence, to be 
taken from the goods of each person in the kingdom, 
he “tallage men and women, over the age of fourteen 
of groats." years, except oiily real bcggai’s.” This 
known as the “ tallage of groats.” Subsequently 
a classified poll tax was employed, in which an at- 
tempt was made, by the arrangement of the payers 
to classes and a gradation of the rates, to get a 
larger return by taking advantage of the greater 
wealth of certain classes. The rates were: for the 
Duke of Lancaster, who was the highest subject, 
13s. 4d. ; earls £4, barons £2, and so on down 
to the lowest ; every one, except beggars, was to pay 
at least a groat or 4d. In 1379 this yielded £25,000, 
which was only slightly more than the previous tallage 
groats. The clergy were included in both these 
taxes. After the peasant revolt, which was occasioned 
partly by the oppressive methods used in collecting 
these taxes, return was made to the fifteenths and 
I rom 1382 the landowners take the whole 
the old “ fifteenth and tenth.” In 1435 
supplemented by a graduated tax on in- 
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come from lands, rents, and annuities, and offices of 
freeliold. In the reign of Edward III. the ciistonis 
yielded large returns. They consisted as before of 
tiinnage on wine, customs on wool and leather, and 
poundage on all other merchandise. The popu- 
larity of Edward IV. enabled him to add to his other 
sources of revenue the benevolences,” demands 
ofi the rich for special contributions. “Benem- 
These ‘‘benevolences” were not always 
cheerfully paid. It was more often “ as though,” 
says More, “ the name of henevolence had signified 
that every man should pay not what he himself of 
his good will list to grant, but what the King of his 
good will list to take.” Throughout the history of 
taxation in England the grant of monopolies of new 
industries was made a source of income to the govern- 
ment. The multiplication of these under Elizabeth 
did not yield much revenue, although it gave rise to 
much discontent. 

There is little in the varied application of these 
taxes that is important as showing the line of de- 
velopment until the seventeenth century. At that 
time they proved unequal to the task of meeting the 
growing needs of the treasury. The chief auxiliary 
lay in the extension of the indirect consumption 
taxes. The year 1692 (revision, 1697) saw the estab- 
lishment of a permanent land tax. This perma- 
grew out of the apportionment of the “fif- ncnt land 
teenths and tenths.” It became a fixed 
charge on land, a real burden, not having, as time 
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went 011/ any dennite relatio^^^^ to tlie lueoiiie trom 
land. In 1798 Pitt made this redeemable by tlie 
payment of a lump sum down, after wliicli uo annual 
tax would be collected. This privilege has been 
taken advantage of to the extent of removing Iialf 
the charge from the lands. In its operation the land 
tax became rather a rent than a tax. 

The wars of the period of the French Revoliiticm 
and the consequent need of revenue introduced the 
general income tax (1798, 1802, 1803, 
1806). This tax mas no departure in 
principle from the older taxes, although a departure 
in method. It has been well characterised as a com- 
bination of several taxes into a system wliich has for 
its aim the proportional taxation of all incomes, with 
the exemption of a certain fixed sum ( degressive). 
The form which it took in 1803 is tlie best to study. 
Two separate acts were passed, the one taxing all 
incomes from holdings of real estate, rents, and ]:mb- 
lic salaries at the source; that is, so far u-s possible 
the tax was deducted before the revenues passed 
into the hands of the recipient. The second taxed 
industrial earnings and interest on capital on tlie 
basis of a declaration by the taxpayer. Tlie tax 
began with an income of £60 (later £50), and this 
amount could be deducted from all incomes below 
; £150 ; after that the full rate was paid. Ea,ch per- 

i I i son was required to declare his whole income and 
could claim reimbursement for any tax stopped at 
J y:the source if he could show that his total income 


The income 
tax. 
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Avas below the minimum. This tax, set aside in 
1816, was restored in 1842, as a substitute for the 
indirect taxes, removed in consequence of the de- 
mand for GOiiimercial freedom. The rate is changed 
from time to time as the needs of the govern ineiit 
change. 

Sec.' 4. Local taxation ' in England lias' been 
, partly ''independent of. royal taxatio,n. .England 
has not followed the continental plan of collecting 
revenues for local purposes in tlie form of additions 
to the national taxes. While the weight tu poor rate 
of national taxation fell upon customs 
duties, excises, and certain direct taxes, Ei England. 
measured roughly by income, local taxation was 
' based exolusively. upon revenues ■ from real estate. 
The prototype of all local taxation was the pmor 
nrte. 'Previous to .the U’eigi^^ of Elizabeth local ac- 
tivities . were of such' 'a , character that they cdnld 
be discharged from feudal dues. In the manorial 
villages and the boroughs with semi-feudal guild, 
and close corporation governments, which owned 
landed propeiTy, feudal incomes paid the few public 
expenses. But the removal of the monasteries, hos- 
pitals, and other charitable foundations, threw upon 
public cliarity a number of well-developed paupers ; 
and the rapidly changing character of industry and 
of economic life constantly gave rise to the problem 
of what to do with the unemployed, who at times 
became very numerous. The result was the famous 
poor law of 1601. The principle of the tax for the 
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support of the poor had been of slow growth. In 
the reign of Henry VIIL the giving of alms was 
prohibited, and collections for the impotent poor of 
the parish were required to be made in each eliiireh. 
Ill 1547 the Bishops w^ere authorised to prosecute 
all persons who refused to contribute for this pur- 
pose, or should dissuade others from contributing. 
In the fifth year of Elizabeth tlie justices of peace* 
were made judges of what constituted a reasonulile 
contribution for this purpose. After 1572 regular 
compulsory contributions were levied. Out of a 
purely voluntary contribution, then, thex'e emerged 
in two-thirds of a century a compulsory tax. The 
basis of this tax was the annual rental value of 
real property. The tax was collected not from the 
owner but from the occupier. Most of the other 
taxes for local purposes which have developed in 
England since then are of the same general cliar- 
acter. They are too numerous to mention here. 
Besides the direct taxes, there were a few indirect 
ones, market clues, road tolls, coal and wine duties. 

Sec. 5. In the American colonies w^e meet witli 
entirely new conditions. Public needs \vere simple 
Pecidiarcon- and fcw, and were mostly local in charac- 
Oustoms cluties Were for the most 
colonies. part Controlled by the mother country in 
the interests of her general colonial policy. So the 
colonists were driven to other forms of taxation. 

; Practically free trade in land existed. Land at a 
. known selling value early formed a large part of 
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tlie property of each citizen, and differeti in no 
essential particular from his other property. There 
Avere in some colonies, to be sure, charges of a feudal 
nature known as quit rents, which were a recogni- 
tion of the king’s interest in the land. 

These never became of fiscal importance, 
and never developed into taxes. Nor do they seem 
to have ever seriously modified the essentially free 
character of land-owning, since they were so irregu- 
larly and meagrely collected. They were ‘‘ acknowl- 
edgments His Majesty receives of the People’s 
Tenure and Subjection,”^ At times they devel- 
oped into an apparent tax on certain lands. They 
seldom formed a part of the revenues of the colonial 
treasuries, being generally payable to the king.^ 

Just as there were three different forms of gov- 
ernment among the colonies, so there were in the 
beginning three different tendencies in The New 
taxation.^ New England began with a 
tax on property and faculty. The Gen- and faculty. 
eral Court of Massachusetts laid down in 1634 the 
following principle : ‘‘ In all rates and public charges 
the towns shall have respect to levy every man 
according to his estate, and with consideration all 
other his abilities whatsoever, and not according to 

i Spottiswood Letters, quoted by Ripley, Fimneial Mistory 0/ 
Virginia. 

See Wood, History of Taxation in Vermont, p. IS. Also 
Scliwab, History of the New York Property Tax. 

3 Of. Seligiuan, Essays, p. 10 S. 
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the number of his persons.”^ Latei% however, poll 
taxes were used, and the general property tax was ex- 
tended to cover property in the process of acquisition, 
or the earnings of labour. In all the .New England col- 
onies tlie resulting system was practicallj' as follows : 
Each person was to contribute as he was al)le. Abil- 
TheNew ^^7 was measured, first, by property, real 
England aiid personal; secondly, by tlie person' 
system. himself; thirdly, in the case of wage- 
earners, merchants, and others, by earning's. With 
a few notable exceptions, as in the case of law- 
yers, the third measure of ability gradually fell 
into disuse. It has been repeatedly pointed out^ 
that the New England people had the habit of saving. 
All earnings Avere soon turned into property. So 
that the demands of justice were fulty met by the 
general property tax and the poll tax. In addition 
to tliese direct taxes, there were a number of indirect 
taxes, ‘‘imposts,” some collected in the form of 
licenses, and many as excises. 

In the Southern colonies, of Avhich Virginia will 
serve as a model, the first taxes were the poll taxes. 

“ Personal responsibility,” says Ripley, was thus 
the basis of taxation at first, but as the burden of 
taxation became heavier this liability Avas partly 
transferred to real estate.” ^ This transfer of the 

1 Massachusetts liecords, quoted by Douglas, Financial History 
of Massachusetts^ p. 18. 

; . Walker, “The Bases of Taxation,” Political Science Quar- 
terly, Vol III. 

, j ® Financial History of Virginia, p. 21. 
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burdeB to real estate began with the practice of 
making the personal tax a lien upon the ... . . 
property of absentees, or of persons dy- taxes a7id 
ing before the payment of the tax. The 
general property tax in a form like that in use in 
New England did not exist in Virginia before the 
^Revolution. The grossness of the poll tax was 
modified by some reference to the different kinds 
of property owned. In consequence of the failure 
to develop a good system of direct taxes Virginia re- 
sorted to indirect taxes, export duties on tobacco and 
hides, import duties on liquors and slaves, and some 
general tunnage duties forming the main features. 

The third or central system is fairly re jnesen ted 
by New York. There, under the West India Com- 
pany, 1621-1664, taxation first took the York 
form of moderate indirect taxes on goods 
imported and exported and imposts on the consump- 
tion of beer, wine, and spirits. It was after the 
passage of the colony into the hands of the English 
that attempts were made to develop the property 
tax. The actual existence of this tax begins with 
the formation of the Assembly after 1683.^ 

In all parts of the United States after the Revolu- 
tionary War the main reliance for local revenue was 
the general property tax. The commonwealths, as 
such, had little need for revenues until after 1840. 

1 See Schwab, Die Eniwickeltmg cler Vermdffensteiier im Staate 
N€^v York^ Jena, 1890. Also Schwab, History of the New York 
Property Tax^ Pub. of the Amer. Econ. Assn.^ Y., 5. 
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In the formation of the Union iiulirect tuxes were 
made the prerogative of the federal goveniirieiih so 
that the commonwealths had to res<u‘t to iU:]ii*r 
means. The character of direct taxation in the 
United States since the formation of tlu; Ihikni will 
be treated in the next chapter. The differences in 
the forms of taxation in the different parts are due 
both to political and economic differences. 



CHAPTER V 


THE DEVELOPMENT OP TAX SYSTEMS SINCE THE 
• INDUSTKIAL BEVOLDTION 

Section 1. The trend of the development of 
taxation was abruptly changed h_y the industrial 
revolution at the close of the last cen- changes ia 
tury. On the one hand, the development taxation due 
01 constitutionalism, vesting, as it did, revoiu- 
tlie control of the purse in the people, 
and especially in the taxpayers, had the inevitable 
eflfect of changing the ideas underlying the tax 
systems. New ideas as to the justification of taxa- 
tion developed, and with them a tendency to seek 
new measures of taxation. On the other hand, the 
rapid increase in wealth, the growth of new forms 
of wealth, such as invested capital, the birth of new 
kinds of property, and of ways of holding property, 
as the many kinds of credits, and the rapid change 
in the distribution of wealth among the different 
classes ill the community, — all of these and other 
similar causes led to the constant extension of taxa- 
tion to the new forms. Old taxes ■which were well 
suited to certain simpler conditions of society become 
under new conditions unjust, and give rise to dissat- 
isfaction, to many attempted and some accomplished 
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lection of revenues in money. The old. feudal 
receipts and services became more and more inade- 
quate ; new industrial receipts were, in general, not 
calculated to be much larger than the sums neces- 
sary to support the service or institution which 
furnished them. Consequently, taxation on an ever 
increasing scale becomes the basis of all State 
finances. Taxation is no longer regarded as a 
temporary expedient to meet passing and extraor- 
dinary needs. It is admittedly a necessary and 
permanent policy. 

The doctrine of political equality when generally 
accepted leads to a demand for universality and 
equality of taxation. . The diificulties Effecu of 1)0111- 
tliat arise are no longer as to the justi- equality. 
fication of taxation in general, but as to the justice 
of certain forms and measures of taxation. The 
main question is, what is equality, and what the 
best method of attaining it. The methods and 
direction of reform were necessarily prescribed 
by the constitutions of the various countries and 
differ much from land to land. Different economic 
and social conditions have also an inevitable effect. 
Among the constitutional features that deterniiiie 
the direction of taxation the following may be 
mentioned. First, federal governments have gen- 
erally been excluded from the field of Federal gov- 
direct taxation. Tlie central govern- 
ments of the German Empire, Switzer- fa.tcs. 
land, and the United States depend for revenues 
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from taxation on customs duties anti iutenial ex- 
cises. The sense of personal loyalty to the central 
government is inferior to that to the coiiiinonwealth 
governments so far as willingness to contribute 
directly to its support is concerned. Those who 
pay a direct tax wish to see the money expended 
near at hand and under their own eyes. The partial 
concealment or at least lack of prominence of the 
indirect contribution permits of its collection witli- 
out calling the attention of the contributors forcibly 
to the fact that they are taxed by a new” autlioiity. 
Just that advantage of partial concealment in this 
tax which appealed so strongly to the monarchies, 
before the birth of political cooseiousiiess on the 
part of the people, appeals to the feileral govern- 
ments. At the same time the practical necessity 
of uniform rates over tlie whole country, which 
arises from the fact that these taxes disturb the 
economic balance of industry and commerce, and 
the greater ease of adininisti‘ation wdth a larger 
territory and a single boundary, make it advisabh3 
to put all of them in the hands of the central organ. 
It was the latter considerations in regard to custom 
duties that led to the establishment of the Zollvereiii 
and eventually of the German Empire.^ 

On the other hand, tlie different States of wdiich 
the federal governments are composed have shown 

^See Bowring’s Report on the Prussian Commercial Union, 
Parliamentm^ Documents, 1840, Vol. XXL, pp. 1-^17. Ileprinted 
in Rand, Economic History, p. 170. Also Legoyt’s La France et 
VJ^trangcT, Vol I,, pp. 250-255 ; iUd. 
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themselves inclined to restrict their taxation to the 
direct taxes, leaving all but a few of the indirect 
ones to the central governments. 

But this separation of the assessment of direct 
and indirect taxes between different authorities has 
been productive of great difficulties. Difficulties 
For it is impossible to assess any tax 

^ Jrornadivt- 

justly and equally without reference to aUm of t/ie tax- 
the other burdens already imposed on 
the contributors. It would seem that the demands 
of justice wliicli dictate that the wdiole system of 
taxation should work toward a de.fiiiite and single 
purpose, will necessitate either the coordination of 
these forms or the placing of both of them in the 
hands of the same authorities. The proper co- 
ordination of all taxes is hard to accomplish when 
the taxing power is in different hands. This is one 
of the hardest problems of American taxation. 

The development of direct taxation will now be 
traced in detail by reference to some of the more 
important countries. Indirect taxes cannot prop- 
erly be said to have undergone any process of 
development. Many changes have, indeed, been 
made, dictated by different economic theories and 
purposes. But it has been simply a flux backward 
and forward. Sometimes ulterior aims, as protec- 
tion, have been abandoned and strict fiscal principles 
allowed sway. In those cases we find a simplifica- 
tion, and a decrease in the number of articles taxed. 
But no general principles have been developed. 
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Seg. 2. Probably the most tliorougli attempts to 
reform taxation in accord with clearly recognised 
principles of theoretical justice liave been in i^russia. 
That country has taken advantage from time to 
of the advice of men of science. It has ])een 
0) injiaviiig a goodly 
use of men oi number of unpartisaii financial scientists 
science. draw upoii ; (2) in being able to draw 

pon them for advice, either by counting their pupils 
among its fiscal officers or placing the scientists 
themselves on its tax boards and commissions. It 
has been able to make changes with a broad conser- 
vatism tliat looked toward the gradual realisation of 
ideals. With characteristic tfisionary eager- 
ness, France has several times started out to obtain 
Little advance at a single bound some new ideah but 
in France. fallen back upon forms 

methods but little better than those in vogue 
. In England, special difficulties and objec- 
have been met with little reference to any 
England re- general plan. The result Inis been a 
moves special steady approach to a better state of 
affairs, with only an occasional intensi- 
fication of existing evils, due to the attempt to 
symptoms rather than to seek the underlying 
of the trouble. In the United States there 
consistent spasmodic and ill-directed at- 

the tempts at the removal of a few clearly 
recognised abuses ; and without any eon- 
to change the system, the result has 
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been a decided modification. The general .failure of 
the property tax to reach personal property gave 
rise at first to vigorous efforts to extend and sharpen 
the methods of assessment. These attempts fail- 
iiig, other methods of reaching the mass of personal 
property were devised, which have resulted in a 
partial change of system wherever they have been 
successful. 

Sec. 3. The most instructive country to study is 
Prussia. The line between, the old and the new 
may be drawn at the reforms of Stein and Ilarden- 
burg in the forms of land tenure. These reforms 
may be regarded as having been accom- EstahUshment 
plished in 1811. Briefly stated, their 

^ 7.n land in 

result was to abolish personal serfdom, Prussia. 
dissolve the feudal partnership between tenants and 
proprietors, and establish free trade in land.^ Al- 
though these reforms had to do mainly with hind^ 
and although the accompanying edict of 1810 prom- 
ised speedy reform of the land tax on the basis 
of a new survey, or cadcutr noiliiwg material was 
accomplished in the reorganisation of this tax until 
1861. In that year the land tax was re- 

. , . T The land tax. 

arranged tor the entire kingdom on the 

basis of a new and rapidly executed survey. Some 

twenty different provincial land taxes, with up- 

Seeley’s Life and Times of Stein^ Vol. I., pp. 187-297. Morier, 

The Agrarian .Legislation of Prussia during the Present Century,” 
in ITobyn [Editor], Systems of Land Temivein Various Countries, 
pp. 306-316. See Selections in Rand. 
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■ wards of -one hundred minor, variations, which .had 
existed before that time, were merged into an ap- 
portioned tax upon the net product of each piece 
' of land as, given in the eadmtfe. This, tax recently 
yielded about 40,000,000 M. amiiially. 

The reforms which preceded this were those of 
the indirect consumption taxes, out of which finally 
Conmynpum emerged the personal class tax. The 
taxes trans^ edict of 1810, wMcli was referred to 

joryned into ’ 

pemmirii taxes, above as promising a reform of the land 
tax, seriously attempted to remove inequalities by 
destroying many feudal exemptions and privileges, 
and removing local differences. A general scheme 
of consumption taxes on necessaries, of which the 
excise on meal is a type, was planned for city and 
country alike. It was, however, immediately found 
that the meal tax was liard to collect in rural parts. 
As early as 1811, therefore, a poll tax of one-half 
thaler from every person over twelve years of age 
was substituted for the meal tax in all places except 
the larger towns. In 1820 this tax, still applying 
to the same places, developed into a classified jioll 
tax ; i.e. all persons were grouped according to 
rank, profession, and general prosperity, into a few 
classes, which were then tfuxed per capita at different 
rates for each class. Somewhat modi- 
fied tlie next year, so as to make twelve 
classes, in groups off three each, and with rates 
which ranged from one-half thaler to 144 thalers, 
and covering, all persons over fourteen years edd, 


The class tax. 
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tills tax endured thirty years. As before, this tax 
did not extend to the large cities, where the excise 
on meal and meat was regarded as placing the same 
burden on the people. Such a remarkably clear 
perception of- the fact that indirect taxes are practi-: 
cally the equivalent of direct taxes in the individual 
burden they impose is not often met with in fiscal 
history. 

In 1851, this tax was changed in order to make 
room for the introduction of an income tax on all 
persons having an income of over 1000 The income 
thalers. Those persons whose incomes 
Were below this amount were taxed in the large 
cities by the meal and meat tax ; in the country and 
in small towns, by a class tax, like the old one, with 
rates ranging from one-half thaler to 24 thalers, 
according to the supposed income. Persons living 
in large cities who paid the income tax w’^ere allowed 
to deduct 20 thalers from their income as coro- 
j)ensation for the meal and meat tax they were 
supposed to have paid. Later reforms removed 
these gate excises except for local purposes. As 
the income tax forms a special topic in a later 
chapter, we will not at present follow the details 
of its development and reform. It is sufficient to 
say that it was a progressive tax on the income 
of every person.^ 

When the land tax ivas reformed in 1801, the 
building tax was separated from it, having been 
1 See Gliap. IX. 
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The former group, true to the economic tenets of 
the first three-quarters of the century, taxed the 
productive agencies. The latter, although it orig- 
inated as a consumption tax, aimed at taxing the 
shares in distribution. Thus tlie older consumption 
taxes, which were originally assessed without any 
very clear idea of what the justification was, but 
were used because productive of large revenues, 
yielded to new taxes supposed to be more fairly 
in accord with the modern sy^stein of distribution. 

We are now in position to see the significance 
of the great reforms of 1893 (all of which went 
into effect in 1895), made under the The great re- 
leadership of Fmanzminister Dr. Miquel. forms of ms. 
These reforms place Prussia far in advance of all 
other countries in the theoretical perfection of her 
tax system. 1 The income tax, which has long been 
correctly regarded as the foundation of the Prussian 
tax system, was subjected to a thorough reform in 
1891.^ It was strongly urged at that time that 
income from property represented a far higher fac- 
ulty, per unit, than income from labour and personal 
exertion, and, therefore, that a perfect system should 
contain two kinds of progression : one that taxed 
larger incomes more heavily than smaller ones ; 
another that taxed incomes from property more 
heavily in proportion than incomes from labour. 

1 See Seligman, Essays, pp. 330-339. lleferences to larger and 
more detailed statements are given there, 

2 See Chap. IX. 
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It was felt that the existing produce taxes {Er- 
tragsteueni)^ the land, building, and industry 
taxes, failed to accomplish this end. Hence one of 
thb gcuevcii the refomis of 1S03 was the surrender 
property tax. these taxes to the communes, and the 
initiation of a general property tax as siippleiiieiit- 
ary to the income tax. This tax, which can he 
properly understood only when its supplemeiitary 
character is held in mind, is arranged as follows : 

The tax is one-half per mill on the lower limit of 
the class within which the property falls. The classes 
go by stages of 2000 M. from 6000 M. to 40,000 ::\L, 
of ' 4000 M. up to 60,000 M., of 10,000 M. up to 
200,000 M., and above that of 20,000 M. each. 

Thus: 


Property 

Tax 

Dp to 6,000 M. . 

. . exempt. 

6,000 “ 8,000 “ . 

. 3 M. 

8,000 “ 10,000 “ . 

, . ■■ . . i ' 

10,000 » 12,000 “ . 

. ■ . 5 

20,000 “ 22,000 “ . 

. 10 

O 

O 

o 

o 

o 

. . 20 

60,000 “ 70,000 “ . 

. 30 etc. 


Above 200,000 M. the stages are 20,000 M. each, 
and the tax increases 10 M. in each stage. 

This tax being supplementary to the income tax 
accomplishes the result of imposing a differential 
rate on funded income as against unfunded income. 

The abandonment by the State of the three old 
taxes on land, buildings, and industry rendered the 
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reform of local taxation possible. As has already 

been said, the proper coordination of all tax burdens is 
one of the chief problems of modem tax mz, , . 
reform. With the exception of the beer local taxation. 
taxes, and the meat and meal taxes still used by some 
o t le cities, local taxation in Prussia is mainly direct 
Most of it, until 1895, took the form of percentages 
additional to the rates of the royal taxes. In some 
cities there were important special local taxes, like 
. tax in Berlin. Prussia, also, grants 
subsidies from tlie royal treasury to the local bodies 
tor special purposes. But the symmetry of the 
national system was somewhat destroyed by these 
additional rates. Such additions to the income tax 
were especially intolerable. Beal estate is, moreoyer 
a particularly good basis for local assessment. It 
cannot evade the tax, and it is the recipient of par- 
ticular benefits from good local government. The 
same is true of businesses of a local character, al- 
though It IS not safe to let the rate vary from place to 
place. Hence these three taxes were handed over 
to the local bodies. At the same time the attempt 

was made to regulate all other sources of local 

revenues. • 

The Prussian system as it now stands comes.' 
nearest to the realisation of the taxation of faculty ' ' 
of any in the world. The chief difficulties that have ' ' 
arisen are those of assessment. The progressive rate • 
gives rise to a special incentive to the concealment '■ 
of larger incomes, and not even the general excel- 



INTRODUCTION TO PUBLIC FINANCE part n 


lence of Prussia’s adminisfcratioB 1ms been, preventive 
of under-assessment.^ 

Sec. 4. In France indirect taxation, lias probably 
found a higher development than anywhere else. 
Indirect taxes yielded .'in ' 1908 over 2,000,000,000 
francs, against 660,000,000 francs from direct taxes. 
Some of the main taxes are on the consumption of 
wine, spirits, beer, sugar, salt, tobacco, etc. ; there 
are also the octrok or gate duties collected by some 
High develop- of the cities as a means of contributing 

, France. to the general treasury. Thei’e are also 
the taxes on acts and transfers, which will be treated 
under fees, since they assume a private benefit, and 
the customs duties. Not peculiar to France, but 
receiving a high development there, is the mode 
of collecting a tax on consumption by a monopoly 
of the manufacture of tobacco in the hands of the 
government. The imperative necessity under wliich 
France has laboured ail througli this century of 
continually increasing her revenues, and tlie danger 
of making the burden unhearahle if tin-own upon 
the existing direct taxes, as well as the desire on tlie 
part of the legislators of concealing so far as possible 
the actual burden, lest an impatient constituency 
rebel, accounts well for the relatively high develop- 
ment of indirect taxation. The preference for in- 

1 See the revelations of the Bochum investigations, quoted by 
; ; .Wagner in ScImus Fimmarehlv, SVIII. year, Vol. 11. pn, 107 
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clirect taxes as the main reliance o£ the public 
revenues argues, however, a low stage of politicar 
ethics. The more highly developed the conscious- 
ness of citizenship and membership in the State, the 
easier it is to make direct taxation effective. 

Direct taxation in France dates in its present 
form from the Revolution. All the taxes of the 
ancient monarchy were abolished at that time and 
a fixed scheme of taxes on revenue-yielding property 
substituted. This system of direct taxes The French 
has four chief members : (1) the tax 
on real estate, known as the “ mjjdt fonder ” ; (2) 
the apportioned tax on polls and rents of dwellings, 

cote perB07vnelle et mohiliered^ ; (3) the tax on doors 
and windows, swr les p>ortes et fenStres'' ; 

(4) the tax on business, iinpdt deB paUnteBd^“^ Sup- 
plementary to these taxes are a number of taxes 
classed as ‘"assimilated to the direct taxes.” These, 
so far as they flow into the central treasury, are : 
(1) the mining dues, or the royalties from the min- 
ing rights, redevmices des mmes^^ ; (2) the fees for 
the certification vSrification 'y of weights and 
measures; (3) the tax on property held in mort- 
main, that is, property held in perpetuity by the 

'^ ^'• Patentes'^'^ is translated by Leroy Beaulieu by ‘licenses.” 
Science des Finances, VoL I., p. 395. There is no exact Phiglish 
equivalent. The ‘‘license” in this case is little more than evidence 
of the payment of the tax. The term “ patent ” does not seem to 
imply, as the term “ license ” does, the granting of a special privi- 
lege. The term “license” is, however, not infrequently used in 
English to indicate a tax on business. 
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communes, hospitals, eburches, seminaries, chiirita1>le 
titutioiis, and the like, “ taxes des Mens de la mam 
morte ” ; (4) the taxes on horses and carriages, “ im- 
sur les chevaux et les voitUres" ; (o ) a nuinber of 
miscellaneous fees and charges of which the charges 
for the inspection of pharmacists, grocers, druggists, 
herbists are examples. 

The real estate tax, the poll and rents of dwellings 
tax, and the door and window tax are, in most part, 
apportioned taxes. The real estate tax was, down 
to 1890, a combined tax on agrarian lands and on 
I,np6t land with buildings. It was apportioned 

/oneier. OH fche basis of a very elaborate survey 
and valuation completed in 1850 and carefully kept 
up to date. These taxes, like the other appoi-tioned 
taxes, were apportioned in successive steps, first to 
the dSpartments, then to the arrondisscments, and 
then to the communes, by tlie several legislative 
bodies, and finally divided among the individuals in 
each of the communes by a ‘•'■consed de repartition.” 
In 1890 the tax on dwellings, that is, the tax on land 
with buildings on it {propriSte hdtie), \tas. separated 
the agrarian land tax and the amount levied 
the land was somewhat reduced. In 1897 fur- 
ther relief was granted to small landed properties. 
1908 the impdt fonder yielded 200,000,000 frajics. 
land tax is still an apportioned tax, but that on 
or on propriiU hdtie, is now proportioned, 
iform rate is about 3.2 per cent, 
tax on polls and rents of dwellings is peculiar 
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to France, the same combination not being found in 
the tax S5?'stems of other countries, although the ele- 
iiients thereof are not uncommon. This tax, the 
fermmiel'mohilieryd.^ it is called, is two Personnel- 
taxes in one, a tax on polls and a tax 
bearing the somewhat misleading designation mo~ 
hilierJ' This latter tax was originally designed to 
cover personal property, hence its name, and thus to 
supplement the impot foneier. The personal or poll 
tax element of this tax is due from every citizen of 
F ranee and from every resident enjoying civil rights, 
except paupers, married women living with their 
husbands, and children, whether of age or not, living 
with their parents or guardians, and not enjoying an 
independent income. It is the same in rate for all 
the inhabitants of a given locality and the rate is 
fixed at three days’ wages. The rate at which the 
wages shall be assessed is determined each year by 
the general council of each department. It may, 
however, not be fixed at less than one-half franc, 
nor at more than one franc and a half. Thus the 
minimum tax is one franc and a half and the maxi- 
mum four francs and a half. The other element of 
this tax, the mobilieTy is assessed according to the 
rental value of inhabited houses. It is in this part 
of this two-headed tax that the apportionment is 
worked out. The poll tax falls short of raising the 
commune’s share of the combined taxes, and the bal- 
ance of the quota is assessed upon the rentals of 
dwellings (layer de habitation). Some of the large 
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done by seizing upon certain concrete, external signs, 
or natural and obvious characteristics, as evideiice of 
tlie size of the profits. In general the rates fall into 
two parts. The first is called the fixed duty (tee 
determinee") . This is the same for each occupation 
of the same sort, and is largely independent of any 
of those conditions which make one occupation more 
profitable than another of the same kind. The 
second is the proportional rate, based on certain 
characteristics that are assumed to indicate that a 
given industry is more or, as the case may be, less 
profitable than another of the same kind. The fixed 
duty, however, is not the same in all towns, for it is 
assumed, for example, that a druggist in a large town 
makes larger profits than one in a small place. For 
the fixed duty occupations are grouped in three 
classes and fall under schedules A, B, and C of the 
law. Class A includes the general run of merchants 
and artisans. Merchants are again divided into 
three classes, according as they sell entirely at 
wholesale, partly at Avholesale and partly at retail, 
or entirely at retail. In this class the fixed rate is 
based on two considerations, (1) the nature of the 
business and (2) the size (population) of the place in 
which the business is conducted. Thus occupations 
are divided into eight general classes according to 
their nature, and for each of these there are nine 
ratings according to the size of the place in which 
they are located. Class B contains a number of 
businesses in connection with which it seems neces- 
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sary to consider the size of the enter|>rise o,s well as 
the size of the place and the nature of the business. 
So a third set of characteristics is introduced sup- 
posed to show the size of the enterprise. In this 
class are bankers, department stores, water works, 
hack and omnibus companies. Class C includes tlie 
smaller industrial pursuits, handicrafts, and tlie like. 
In this class the size of the place is not taken into 
consideration, but some concrete index of the size of 
the establishment is taken in coiuiection with the 
nature of the business. Such indices are the number 
of appliances, or machines used, the niiinber of work- 
men employed, and the like. The proportional part 
of the rate is based mainly on the rental uf the pla-ce 
of business and the rental of the home the ]n‘opriett»r 
occupies. It varies for each of the main classes and 
also within the classes. These rates are for class A 
from two to five per cent of the rental, for those in 
class B ten per cent, in class C from one and two- 
thirds to ten per cent. The ‘‘ liberal professions, 
such as those of lawyers, doctors, and the like, pay 
only the proportional rates. 

Direct taxation in France may be summarised as 
falling mainly on the agents of production and the 
sources of wealth. 

Seo. 5. The English system of taxation can be 
very briefly treated here, because the principal com- 
ponent parts will be discussed in detail in later 
chaptei’s. W hat is necessary here is to give an 
outline of the system as a whole. The greatest 
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change in the British scheme of taxation within 
this century was the elimination of the 
protective principle from the customs ^uo-mo, 
duties, — and indirectly from the excises also,--^ 
brought about in the i^eriod from 1840-1860, by 
the abolition of the corn laws and the agitation 
leading thereto. The consequent simplification of 
both the import duties and the excises rendered it 
possible to manage them purely as a source of 
revenue with a view to obtaining relatively larger 
sums. The customs duties, the entire tariff of 
which now contains only 40 rates, and the some- 
what more numerous excises and stamp duties, pay 
one-lialf the total annual revenue. The property 
and income tax, which was restored in m 

■ j he property 

1842 and has since been the variable or and incoine 
elastic element in the system, will also 
receive special attention in anotlier chapter. Inas- 
much as this famous property and income tax is 
a system, i3i itself, of live taxes which are calcu- 
lated to fall upon the chief sources of wealth, it 
complies, in a way, with the requirements of uni- 
versality. Its rate is degressive, so that it attempts 
to comply with the requii'ements of justice. It may 
be looked upon as the complete system of direct 
taxation. Outside of the system there are two 
remnants of older taxes which are anomalies and 
destroy, somewhat, the logic of the system. This 
lack of any logical reason for retaining them does 
not necessarily form any good reason for abolishing 
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them. They give rise to no serious coiiiplaini, they 
are old and have been in the main eapitaiised, so 
that they form no real burden at present. TJiey 
are the land tax of the eighteenth century, wliieli 
is now a redeemable rent charge, and the house 
duty. This latter developed out of the hearth tax 
of 1662. In 1688 it had been replaced by a window 
tax. In 1778 a tax on the annual rental 

The house tax. i i i . t 

was added to the window tax, and finalh’- 
after 1851 this tax on the rental value was left to 
stand alone. • 

There is still another tax which supplements the 
property and income tax, and that is the inheritance 
tax. The most recent clianges in these 
inheritance taxes, — death duties,’' — 
which have existed in England since 1694, will 
receive attention under another heading. The im- 
portant thing to note in this connection is that these 
taxes have introduced the principle of progression 
very extensively into the tax system of England, 

The English system as it now stands, consists (1) 
of the customs and excise duties ; (2) of the so-called 
property and income tax, a degressive tax upon live 
kinds of income ; (3) two older taxes, the land tax and 
the house tax ; (4) a graduated inheritance tax, and 
(5) a number of stamp taxes on deeds, receipts, and 
so forth. 1 


The inherit’ 
ame tax. 
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Tlie different authorities that have had the power 
to levy local rates in England are ver}r nmnerous. 
The whole system is very complex. The different 
rates, each going by the name of the authority that 
levies it, or the purpose for which it is collected, are 
mostly upon the same base ; namely, the annual rental 
of the various tenements. They are generally levied 
upon occupiers. In the case of tenements of less 
than j£10 annual value, the difficulty of collecting 
from the occupier is so great that the plan of making * 
the landlord advance the tax has been adopted. He 
then shifts it to the occupier. The recent reforms 
of county and municipal government in England 
have resulted in a simplification of local rates. 

Sec. 6. Like the English, the American system 
can be but briefly treated here, since man}" of the 
taxes will receive our attention in subsequent chap- 
ters. The principal federal taxes have been customs 
duties and excises. The states, or commonwealths, 
have confined themselves rather closely to direct 
taxes, as have also the minor civil divisions. Down 
to 1840, commonwealth taxation was very meagre. 
Many of the states attempted to get along without 
recourse to taxation at all, depending for revenues 
upon the sale of lands, fees, and other sources. 

The evolution of taxation in this country during 
this century has resulted in little ad- 
vance. Indeed it has been to make con- sotmd prind- 
fusion thrice confounded. Not only has 
difficulty been found in adjusting the spheres of the 
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different taxing authorities, but no sound principle, 
indeed scarcely any principle at all, has ]>een fol- 
lowed. Before the Revolutionary War tlie gxnieral 
property tax, whose origin we Jiave id ready seen, 
answered the requirements of justice and equality 
fairly well. As has been frequently reiiiarked, the 
Anieriean people were a saving race. As fast as 
they created wealth they turned it into property. 
The forms of property were, even wheii not im- 
movable, tangible and unconeealable. Heal estate 
formed the mass of it. Movable property consisted 
of furniture, farm utensils, and cattle. There were 
few stocks or bonds, or other forms of credit in 
which to invest wealth. Among such a people a 
tax levied on property that was easily ascertiiijiable 
answered all the ixquiremeiits. 

But as intangible personal property incixased, as 
-opportunities for investment multiplied, it became 
property to make the property tax 

tax noy^ gen^ “general.’*’ It became a tax on real 
estate except for tlie fcuv conscitmtioiis 
persons wlio declared their personal i>ropertv. Until 
about 1900 the commonwealth legislatures made but 
half-hearted attempts to sharpen the proce<Inre of 
assessment. Since that date a number of the states 
have introduced a plan of central control of tlio 
local assessors by a strong central commission. 
Wherever adopted this has resulted in marked im- 
provement in the direction of greater ecpiaKty. 
Prompted at first by a wwe of poi)ular oxeitemeiit. 
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wliicli took tlie form of a feeling of bitterness toward 
certain classes of capitalists, the legislatures hawe, 
from time to time, attempted to reach fAe corpora 
personalitj by taxing the corporations in 

Vtlt7 OCtUCC Gf 

which the uri taxed funds were invested, new principle. 

The resulting corporation taxes worked some im- 
provement. They supplement the general property 
tax very effectively. Within the past decade (1899-f 
1909) a number of states have been remodelling their 
tax system, by selecting certain sources of revenue 
for the use of the state or central governments only, 
leaving the general property tax to the minor civil 
divisions. One general result of this movement lias 
been the taking over of the taxation of corporations 
by the state, with corresponding increase in efii- 
ciencj^ of administration. Sometimes the legislatures 
have attempted to tax mortgages, as if Taxation of 
they were a part of the property on ^nortgage&. 
which they rest. As mortgages have to be recorded 
in order to be legal, it is possible to get at the full^ 
value. In some commonwealths, then, the mort- 
gagee is taxed on his interest in the property and j 

the owner is exempt to that extent. In California, m | 

where this plan has been most extensively tried, the 
result has not been at all what was desired. The 
only effect has been to raise the rate of interest on 
mortgages by the amount of the tax plus from one- 
fourth to one per cent. That is, the mortgagees 
have succeeded in shifting the burden of the tax 
to the real owners with a handsome addition for 


\MXh-uJr- 
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their trouble. Such a shifting is uhvjiys possible 
when any one form of capital is taxed, leaving other 
forms untaxed, either because they are exempt or 
because they escape the tax. A recent development 
in some states has been the exem|)tion of mortgages 
from taxation as property under tlie general property 
tax and the substitution of a tax at a low rate, known 
as a recording tax. But in general and in most of 
the commonwealths the American system remains 
what it has been since 1840, —a regressive tax on 
real estate, supplemented in part by corporation 
taxes in some commonwealths, and by an ever 
increasing number of inheritance taxes. It is a sys- 
tem condemned by every scientific writer and im- 
partial statesman, but retained as the only source of 
revenue. 

Tlie difficulties which have prevented persistent 
attempts at reform remain, and it is hard to see how 

^ ThedifficuUm ^6 Overcome. No one common- 

, inthawayof wealth Can afford to piinsue personal 
; : I ' P ' ' proiierty with so much vigour as to aet- 

ually impose a tax on all of it. Only concerted 
; p i,>4 action could accomplish this. Capital is sufficiently 
' li.si.,! niobile to move easily from eoimnmiwfinltli tn 
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and even to xinfrequented rural parts on the slight- 
est increase of local taxation and move from com- 
monwealth to commonwealth with equal facility. 
Residence, too, is a matter of intention, and it is 
easj' if personal taxes are proposed to plead residence 
in another commonwealth. Concerted action being 
practically impossible, the tax-dodger is safe. 

• But while the present system is very bad, it has 
been tolerated in the past, and arouses less discon- 
tent at present than might be expected „ , . 

Reamn for the 

because it falls mainly on tlie receivers toleration of 
of economic rent. The value of land in 
many parts of the United States has increased very 
rapidly and is still increasing steadily ; so that in 
those parts, while the taxed owner feels the burden 
severely, he consoles himself with the thought that 
he is largely or wholly reimbursed by the increased 
price which he hopes to get for his land. The gen- 
eral practice, too, of assessing real estate at a fraction 
of its value, even though so universal as to work no 
actual lessening of the burden in any individual 
case, tends to stifle munnurs of discontent. For 
the owner secretly congratulates himself on not 
having to pay on all of it, — an illogical basis for 
self-congratulation, to be sure, but still not infre- 
quently effective. The same person, too, is not 
infrequently the owner of taxable personal proi)erty 
which he conceals, and he is less uneasy about the 
tax on real estate so long as he is able to save the 
other. 
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Another reason for the absence of a concerted 
movement of real estate owners to lessen the burden 
arises from the fact that the real estate tax is a 
real burden on the property, and sliifts itself by the 
The tax on process of Capitalisation. For llio new 
real estate bc^, pui’cliaser gets liis ])ri>pertv at a lower 
charge. price than he would have to pay if the 

tax had not been imposed. The frequency and 
ease with which real estate changes hands gives con- 
stant occasion for this capitalisation of the tax. 
Every real tax, when not a part of a well-organised' 
system which taxes every kind of property or all 
receivers of wealth, can be shifted in this way. It 
becomes a rent chai'ge on the property to which it is 
thus attached. A dim perception of tliis, and a possi- 
ble realisation of the fact tliat a reform of the tax 
system might transform this tax into an acliial 
burden again, may lie at the bottom of the indiffer- 
ence with which the average landowner views pro- 
posed reforms. 

All of this selfish indifference is, of course, mis- 
taken. It defeats its own ends, Tlie burden of 
taxation is only light wlmii properly adjusted to all 
the shoulders. The serious effects of an unjust, 
unequal, and ill-arranged system of taxes upon the 
economic forces of the country has been treated else- 
where. The property tax forms the subject of a 
special chapter, 

, I We have spoken merely by courtesy of an Ameri- 
can Byste77i. As a matter of fact tliero is none that 
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is worthy of tlie name. Federal aiitliori ties tax 
with no reference to commonwealths and iimnich 
palities ; commonwealths and municipalities, witli- 
oiit reference to federal action. Mnnieipal taxes 
are, however, generally adjusted to the j^ntireah-^ 
existing commonwealth taxes, but only senceof 
in such a way as not to make the result- 
ihg burden appear too large. Their efforts in this 
dii^ectioii have only served to intensify the existing 
inequalities. 
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it is not intended to tax (as tlie home producer in 
the case of a tax on imported commodities), to collect 
on each piece of goods sold a bounty or a tax in the 
form of a price higher than he could otherwise ob- 
tain, the amount of which goes into his own pocket. 
Sometimes this ■ subsidising of certain, producers is 
intentional, sometimes only accidental. In any case 
tlie ultimate effects which will result from such an 
interference with the ordinary currents of trade can- 
not be fully traced. It is comparatively seldom that 
excises have been intentionally used to change the 
movement of economic life. But customs duties 
have regularly been used for that pur- Excises have 
pose. Excises have, to be sure, been used sometimes 
to influence social life, to lessen the con- 
sumption of certain commodities the use 
of which is regarded as injurious to the individual 
or dangerous to society, but the object, in that case, 
is social, not economic. 

There used to be a large number of the so-called 
direct consumption taxes. A few of the>se still sur- 
vive. They are direct in the first sense direct con- 
of that term, but not in the second, 

These direct taxes on consumption are 
either remnants of the older taxes on movables, oi 
arose from the attempt to frown on the use of luxu- 
ries. They differ from excises in that they are 
levied directly on the consumer and not on the per- 
son or persons who supply him with the commodities. 
They are to-day few in number and of little fiscal 
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importance. The chief instances in modern times 
and the most universal are the dog taxes. There 
are, in England, similar taxes on guns, carriages, 
armorial bearings, and men servants. In the United 
States watches, clocks, and firearms liave been made 
contributory in this way. Plate, lioiises, clocks, liair 
powder, and a great many other articles have Ijeeii 
taxed. It is regarded as just ajid proper to make 
articles of luxury the subjects of taxation because 
their use is supposed to be evidence of ability to pay. 
The tendency now is to leave the administration of 
direct consumption taxes to tlie local bodies. They 
are sometimes combined with police regulative laws 
and are assessed as a means of enforcing those ordi- 
nances. This is the case with the dog tax in America. 

Sec. 2. It is the excise tax in all its forms that 
has displaced the direct consumption taxes. Tlie 
distinguishing feature of this tax is tluit some resi- 
dent seller of an article, whether produced in the 
country or abroad, or the manufacturer of such an 
\ Sonu- excises ai‘ticle, advances the tax either duriiig 
of its production or at some 
i sumptuary time before it reaches the consumer. 

lates. purpose of the excise is to 

obtain revenue, but the ideas underlying the sump- 
tuary laws, and the desire to use taxation as a means 
; ■ ; of social and moral reform, have dictated some of 
i ^ , , these taxes or at least the selection of the commodi- 
j ! t ties to he taxed. The fact^ that the consumption of 
, i certain articles like spirituous liquors, tobacco, and 
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playing cards is condemned in itself, and tlmt such 
articles are regarded as unnecessary luxuries, lias led 
governments to disregard, or, indeed, to favour, the 
repressive tendency of the tax upon the use of them. 
It is felt that in case the tax should lessen the con- 
sumption, the gain to the community in moral and 
social well-being would more than offset the loss to 
tlte treasury in revenue. Moreover the consumption 
of such articles is not, it has been found, liable to 
serious diminution on account of the tax, unless, as in 
the case of the French tax on tobacco, it is very high. 

In the seventeenth century there was a marked 
tendency to multiply excise taxes. So strong did 
this tendency become that not a few able writers 
advocated a general excise as the most An excimim 
iust form of tax.^ Many of the recent 

* cise taxes 

suggestions for the reform of taxation in would he wn- 
France are in the same direction. This 
tendency can be easily explained by the rapid multi- 
plication of taxable commodities. It was urged 
that the ease with which such taxes were shifted 
insured in the end perfect justice. It was also 
often urged that consumption is more or less volun- 
tary, and any one who finds the tax too heavy can 
avoid it or lessen it by curtailing his consumption of 
tlie taxed article. Thus if the taxed articles are not 
important necessities, the contributor has a certain 
control over his share of the tax and can suit it to 
his means. If the tax is on a luxury, he has presiiin- 

1 Cf. Coliii, p. 38(3 ; Seligniaii, Shifting and Incidence, p. 12 ff. 
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ably absolute control over Iuk contribution. But 
modern investigations into tlie characttn* of distribu^ 
tion and consumption would seem let indicate iliat 
these views ai'e erroneous. TJiere is no doiil^t that 
consumption is a very poor eriterion of tax-])ayiiig' 
ability. What a_ man spends is no inditailion of Ins 
tax faculty. There are, also, some im|3ortaiit admin- 
istrative difficulties. The yield of these taxes is 
AnexciuA^ve beyojid the control of the fiscal officers. 
Tel’iZi^' I’eveiuies are needed, it is not 

dient. always possible to obtain them b}' rais- 

ing the rates, since a rise in tlie rate may, in fact, 
lessen the revenues by lessening the demand for the 
■ articles. Therefore, they are not variable at the 
1 pleasure of the treasury. It follows, farther, tliat a 

I system of excises alone would he extremely inelastic. 
But as parts of a system, the ehistieity of whicdi 
is provided for by other elements, they have proved 
very valuable on account of the relative ease of 
Used in con- collection, and the large returns w'hich 
motion with they can be made to yield. In Emdand, 

Russia, and France the returns of the 
excises and customs duties are one-half, or more 
of the national revenues. In Germany the consti- 
tution confers upon the Imperial legislature tlie 
power to regulate the customs and excises upon 
domestic productions of salt, tobacco, spirituous 
liquors, beer, sugar, and syrup.i The common- 
wealths of the Empire do not levy excises on the 

I I j r ; i , I Burgess, PoliUcal Science, II., p. 1T4. 
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articles above mentioned except Bavaria, Wlirtem- 
berg, and Baden. The Empire cannot tax any other 
articles. In the United States the federal govern- 
ment derives nearly half its revenues from excises^ 
and an almost equal amount from customs. 

The following principles have been developed 
as governing the returns obtainable from excises : 
(1) Articles which are regarded as neces- Excises on 
saries, and which naturally have or can necessaries. 
have a wide consumption, are very suitable under 
this lax for obtaining large revenues. In this case 
the operation of tlie tax is like that of a poll tax, 
Tlie old French gabelle^ a tax on salt, is an example, 
Tlie effect of these taxes, if high, is possibly to cur- 
tail consumption and possibly to cause a substitution 
of other similar articles not taxed. Possibly, too, 
they may curtail the consumptiou of other articles by 
lesvsening the money available for their purchase. 
But even with a low rate, these taxes are extremely 
productive of revenue, on account of the large number 
of contributors. The objection to burdening neces- 
saries and rendering the existence of the poor 
harder, leads, how^ever, sooner or later, to their abo- 
lition or to a reduction in their rates. These, like 
tlie poll taxes, recognise to too small an extent dif- 
ferences in ability. They are, however, Excises on 
good sources of revenue in cases of ex- htxnriesand 
treme need. (2) Luxuries and comforts 
may be taxed heavily. This applies especially to 
luxuries the use of which has become a fixed habit 

p 
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with large masses of people. Tlie geiioral prinoi|)le 
is to select those luxuries of the wiliest consumption 
as the ol.)jects of the heaviest taxes. 'I’hus alcoliolic 
uors and tobacco are universally taxed in this 
way. Ill the Liiited States they forni almost the 
sole objects. In times of special need it is customary 
to press the semi-luxuries or comforts into service. 
Here again, tlie choice is made of articles of widest 
consumption; such as coffee, sugar, silks, cliocolate, 
etc. In most modem excise systems, the iieavicst 
burden falls upon luxuries. In England, where the 
receipts from excises are nearly one-fourth of the 
total revenues, the chief burden fails upon spirits 
908, £22,830,000) and beer (1008, £lil,od0,000). 
In France, aside from the octroi, the chief excises 
are on beer, wine, spirits, and tobacco, then on sugar, 
salt, and playing cards. In Gernianv, ajiart from 
the city gate taxes, they fall upon ah'-oholic drinks,, 
tobacco, and sugar. There are special difficulties 
which Germany encounters in the administration of 
these taxes, due to deep-seated historical prejudiites 
on the part of the commonwealths of the Empire, 
excises are, then, mainly taxes on alcoholic 
tobacco with the addition of a few other 
upon playing cards, etc., and in eases of great 
upon a few articles of large consumption. 

3. By far the most interesting features of 
the excises are the methods of assess- 
ment and collection. These are practi- 
which may be variously combined : 
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(1) A tax on the producer or seller so levied that 
the failure to pay it deprives the person of the rig^lit 
to sell, and renders him liable to penalty. That is, 
a so-called license^ is sold. (2) An impost on each 
unit of the article. This demands the registration 
of the dealers therein; and sometimes they are re- 
g^iiired to give bonds as surety for the payment of 
the tax. Wherever it is possible, this impost is 
collected by means of the sale of stamps purchased 
of the government to be aflixed to each package, 
hogshead, etc., or by means of brands, or other marks 
affixed by officials who thus receipt for the payment. 
The stamp or brand serves as evidence that the tax 
has been paid. Goods not bearing these would, if 
taxable, become contraband and liable to seizure. 
(3) By the retention of the monopoly of maiiiifac- 
ture and sale by the government. 

England and America use a combination of (1) 
and (2). Thus in England every barrel of beer is 
taxed Is, 9d, (1908) and every dealer and brewer pays 
a license besides.^ ■ 

1 For the distinction between a license and a permit see the 
United States Census Bureau definitions cited in the Appendix: to 
Chap. I. of Fart II. of this work. A license to conduct some busi- 
ness illegal in itself differs from a license required merely to com- 
pel the payment of a tax. 

2 The following applies to 1908 : 


Bei5r Duty, Excise 

Beer of specific gravity of 1055 degrees, per 36 gal. 


^ s. d. 
0 7 9 


Anj^uau Licenses 

Brewers of beer for sale . ^ . 1 0 0 

Other brewers : 

Brewing solely for their own domestic use, exempt 
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111 tliG UnitGd States all iiiteriiai rGvt‘iiLie taxes 
are i3ayable by stamps. Tliese stamps are ])asted 
upon the packages coiitairiiiig the taxetl enmmodi-. 
ties in such a way as to be necessarily In-uken wlnni 
the package is opened. Or else they uip pasted up 


from beer duty, if the annual valim of Unmiousi* or*- £ s. I 

ciipied does not exceed :C8 (exeiupri 

Same, if annual value of Iiouse exceeds bur does nut 

exceed £10 ..... ^ 

Same, if annual value £M0 to * 0 n ( 

Same, but liable also to beer duty, over £]o . . 0 4 { 

Same, or for consumption by farm labourers, if annual 
value of house does not exceed £10, extmipt frrmi 



Same as last, if over £.10, liable als:) to the be<*r tliu v 0 4 0 

IJeer .k'alere, aaditionaUo rctan, oinhe luvn'iiswi ’ ' ‘ j „ 

Beei- retailers, on the i>remise,s .... ' o 

Beer retailers ‘‘on,- oceasiaiual (lUa.rrsepiavla^^^ ' 0 1 0 

Beer retailers, grocers, “off,” Soolla.nl, to ‘Jio'.' •> lo n 

Beer retailers, grocers, “ off,” Scotland, .fUl and up- 
. : : ■ ward ^ ^ 

Beer retailens, grocers, “off, ’XEn-laml" *. ! - n 

Witff varying and additional dicense.s for combmaiion ■ " 

or sale of beer with wine, spirits etc 

jTobacco manufacturers : 


;! gender 20,0001b. 
j 20,000 to 40,000 “ 
i , 40,000 “ 00,000 “ 

1 ' ,00,000 “ 80,000 “ 
i 1 ‘80,000 100,000 “ 

!Uoo,ooo:; r , 
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or exposed in the places of business. The table 
below illustrates the whole system. 

Schedule of articles and occupations subject to tax under the 
internal revenue laws of the United States in force August 2S, 
1891, as amended to 1908. 


Special Taxes 

Elite of tax 

Rectihers of less than .500 bbl. a year 8100.00 

Rectifiers of 500 bbl. a year, or more 200.00 

Retail liquor dealers 25.00 

Wholesale liquor dealers 100.00 

Retail dealers ill malt liquors 20.00 

Wholesale dealers in malt liquors 50.00 

IManufacturers of stills 50.00 

And for stills or worms, manufactured, each .... 20.00 

Brewei’s, annual manufacture less than 500 bhl. . . . 50.00 
Brewers, annual manufacture 500 bbl., or more . . . 100.00 

l\Ianufacturers of oleomargarine 000.00 

Retail dealers in oleomargarine . 4tS.OO 

Wholesale dealers in oleomargarine 4S0.O0 

Distilled Spirits, etc. 

Distilled spirits per gallon $ 1.10 


Wines, liquors, or compounds known or denoininated as 
wines, and made in imitation of sparkling wine or cham 
pague, but not made from grapes grown in the United 
States, and liquors, not made from gra2'>es, curiTuits, rliu- 
barb, or berries grown in the United States, but produced 
by being rectified or mixed with distilled spiiits, or by the 
infusion of any matter in spirits to be sold as wine, or as 
a substitute for wine, in bottles containing not more than 


one pint, per bottle or [package Itt 

Same, in bottles containing more than one junt, and not 

more than one (piart, per bottle or package 20 

And at the same rate for any larger quantity of such mer- 
chandise, however put up, or whatever may be the package. 
Stamps for distilled spirits intended for export, for ex- 
pense .10 
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Tobacco ani> Snuff 

■ Rate 

Tobacco and snnff, however prepared, inanufaetnrcnlj and 
sold, or removed for eons iimption or sale, per prmnd T2 
cents, or with discount of 20 per cent . . . . <^,00 


■ Cigars AND OiOAiiETTES 

Cigars of all descriptions made of tobacco or any substi- 
tute therefor, and w^eighing more than ;3 lb. per thou- 
sand .... . . . 

The same, weigliing not over 3 lb. per thousand, per thou- 
sand . . . . . . . . . ... . . 

Cigarettes, weighing not more thaiiB lb, per thousand and 
of a wholesale value or price of more than per tliou- 
sand, 30 cents per pound, or per thousand ..... 

The same of a wdiolesale value or price of not mort^ than 
•1^2 per thousand, 18 cents ]->er pound, or per thousand . 

Cigarettes, weighing more than 3 lb. per thoiisaiid, per 
thousand ........... 


Fermkntk d Li q ron s 

Fermented liquors, per barrel, containing not more than 33 

gal 

More than 1 bbl. and not more than 1 hogshead, 33 gal. 
in one package 


Oleomargarine 


Domestic, per pound 
Imported, per pound 


Opium ' 

Prepared smoking opium, per pound 

Playing Cards 

, I ^ Playing cards, per pack, containing not more than 54 
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The salt tax. 


Sec, 4, We may now look at a few clmractexistic 
excises. The taxation of salt by means of an ex- 
cise, collected in the form of a tax on 
producers, a tax on sellei^s, the sale of a 
monopoly to a private company, or state manufac- 
ture, is one of the oldest forms of taxation. On ac- 
count of the nature of the commodity, a necessity for 
which there is no substitute, and of which poor and 
rich consume about the same amount, this tax a( 3 ts 
practically as a poll tax. With the modern tendency 
to abolish or at least to lower poll taxes, as unequal 
and unjust, the salt tax has been largely abolislied, 
or its rates have been so lowered as to practically 
nullify the returns. France in 1908 received about 
10,000,000 francs from the salt excises. The Eng- 
lish salt tax yielded at the time of its abolition only 
<£380,000. The United States war excise upon salt 
yielded only $300,000. 

The best, but not by any means the sole, example of 
the tobacco monopoly is in France. This interesting 
tax scheme began in 1674 under Colbert. It contin- 
ued with slight interruptions for over a century as one 
of the most productive parts of the rev- 
eniie system. It was leased to a ferme tohac- 

•' CO monopoly, 

generale, who paid the government, at the 
time of Necker, 32,000,000 francs annually. At 
the time of the Revolution the monopoly was abol- 
ished, and an attempt was made to introduce a series 
of taxes on tobacco. But the monopoly was restored 
in 1810 by Napoleon I,, and has continued ever since. 
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Under the ’present law the culture of the plant is 
forbidden outside of certain localities. Each ja^ar 
the estimated amount required by the depart- 
ment is apportioned among the different applicants 
within the district where it is ])erriiitted to raise 
tobacco. Several thorough oflicial inspections of the 
fields and crops are made, and even the number" of 
plants and leaves is counted to insure obedienc'e 
with the regulation which demands the deliveiy of 
the whole crop to the government. Tobacco raised 
for export is similarly watched to see that none of it 
escapes into the channels of the French trade. The 
price for each cpiality is determined by a commission 
of officials and experts. A part, about one-half, of 
tlie supply is imported. Tlie manufacture is cariaed 
on in public factories, which employ about 20,006 
workmen. The sale is in the hands of some 40,000 
petty officials, who receive a percentage of tlieir 
sales and whose appointment is a part of the party 
spoils system. The revenues obtained in this way 
are enormous : 

. 40,000,000 francs. , : 

197^000,000' 

. 218,700,000' « ,,, 

„ 262, 300, 000/ :/'“^ 
"..284,000,000', «: ' 

. 800,000,000 “ 
■■;,87a,o0'0,ooo:' ^ 

. 881.000,000 
. 4ir>,00(),0()(3 
. 417,0{}0,00() 

. 516,00(.),()00 


1815 

1869 

1872 

1876 

1880 

1885 

1890 ..... 
1895 . . . . . 

1900 

1904 ...... 

1908; with matches 


IWNml 

mMm\ 


I cn-i I'i ■!'; 
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The prices charged for tobacco are high compared 
with the prices prevalent in other countries, so liigh 
that the consumption is apparentlj^ checked therebj, 
it being per capita less than one-half that of Ger- 
many, Austria and Italy have very similar state 
tobacco monopolies. France added a monopoly on 
matches in 1890. 

•Sec. 5. On account of the large returns obtain- 
able from an excise on luxuries, and in view of the 
fact that any repressive effect of such 

^ The 'proper 

excises is not felt to be harmful, but is field for 
often desired, it is probable that these 
taxes will be long I’etained. They are applicable to 
any luxury the consumption of which is large and 
of which the production is sufficiently simple or con- 
centrated to allow of supervision. But in general, 
excises as taxes on expenditure or consumption are 
unfair. What a man spends is no indication of his 
ability to pay taxes, and what a man spends on a 
certain limited list of commodities is less so. When 
these taxes are made a subordinate part of a system 
and due allowance is made in the other taxes for the 
existing burdens, there is less objection to them. 


CHAPTER VII 


CUSTOMS DUTIES 

i Section 1. Customs duties are taxes levied upon 
■ commodities when they cross the national boundary 
Customs line, or are admitted within a customs 
duties dcpied. territory, consisting of a combination 
of countries or of definitely limited parts of couii- 
tries. Unless a city or town forms an independent 
sovereignty, taxes levied on goods entering a city 
are not called customs duties, but oetrois <a‘ imposts, 
and partake of the nature of excises. Duties upon 
goods passing from province to province in the same 
country are likewise not customs duties ; neither 
are tolls or transit duties charged upon goods pass- 
ing through the country. Such cluu*ges are fees 
for the ostensible or real service of tlie government 
in keeping up roads and bridges, maintaining peace, 
and allowing transit. i Customs duties are indirect 
consumption taxes of practically the same charac- 
Their treatment in a separate chap- 
ter is ]iot on account of any actual difference in 

^ Cf.^ Bastable, p, 552, for contrary view. Bastable does not 
recQo^nise fees as a separate class. Hence bis identification of 

transit duties with oustonxs duties. 
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nature but because of their historical and fiseal 
importance. ■ 

Sec. 2. The oldest forms of customs duties were 
on exports and imports alike. The}^ arose by anal- 
ogy from the toansit tolls which were oidm&tomB 
customary in the middle ages. Once 
in use their fiscal importance was recog- and exports. 
iifsed, and it was easy from the standpoint of feudal 
politics to justify their continuance. Feudalism re- 
garded every act of the vassal as the concern of the 
lord. If any vassal, or later any subject, found a 
new means of gain, feudalism imposed on him the 
duty of contributing a part thereof to the lord or 
the king. If a subject sold a commodity to a 
foreigner it seemed to the men of the middle ages 
that the king’s interests 'were affected, and it seemed 
right that his permission should be paid for. The 
export duty is often a sort of compromise accepted 
for the removal of the prohibition of exportation. 
With the decay of the older, cruder, mercantile ideas 
and the advent of a period when national wealth, 
came clearly to depend iipon the size of national 
trade more than on its direction, export duties fell 
away. It is interesting to note in this connection 
that England has been using, even in very recent 
years, an export duty on coal, originally for tlie pro- 
tection of her deposits from depl.et.ion. The/aiiofex- 
In 1901 this duty was restored in order 
to ohtaiii revenues for war purposes. The yield in 
1905 reached £2,500,000. The duty was repealed in 
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1906. Turkey and India are now the only countries 
where export duties form an important item of 
revenue. India is the only country in whicl) tlie 
export duties exceed the impoi-t duties.^ In Tur- 
key the duty is 1 per cent of all ex'poi-tod com- 
modities. Switzerland, Austria, Russia, luul Italy 
have a few export duties upon products peculiar 
to their soil, the burden of which is supposed 'to 
upon the foreigner. France did away with them 
in 1881, Germany in 1873. 

Import duties are still very numerous. As a 
branch of the taxes on consumption, tlieir yield is 
very large. The German customs d uties y ield nearly 
half of the imperial net receipts. Until recently 
about half of the United States federal income 
was from this source ; now it is slightly less in pro- 
portion. The English customs duties yield about 
23 per cent (1908) of the gross receipts, tlie French 
15 per cent, and the Italian the same. 

Sec. 3. Although the fiscal interests are great, 

3 et in every important countiy except England tlie 
receipts from this source are not regarded L of any 
greater importance than the effects upon the indus- 
tries of the country. There are then two sides from 
these taxes must be studied: (1) from the 
of the revenue-yielding capacity ; (2) from the 
of the “ protection ” afforded the industries of 

stlU levied in the Philippines and are regarded 
taxation of tlie industries of the islands. They 
and tobacco principally. 
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the country which levies them. While it would be 
undesirable to introduce a full discus- The purposes 
sion of the far-reaching economic effects 

duties hcM fis~ 

of protective duties upon industries caiandpokti- 
and commerce in a treatise on finance, 
yet a brief statement of these effects and of the main 
reasons which have led great nations to adopt these 
taxes is essential to an understanding of their na- 
ture. It is as essential to know how and why protec- 
tive duties are intended to alter the existing economic 
conditions, as it is to know how and why the income 
tax, for example, is supposed to leave them unaltered 
Sec. 4. What is the distinction between a protec- 
tive tariff and a tariff for revenue? It may be 
briefly stated as follows: a protective Protectim tar- 
tariff is a scale of duties so arranged as 
to prevent importation, wholly or in part, and to 
raise the price of commodities from abroad, the iiro- 
duction of which within the country it is intended 
to encourage. The scale of duties is therefore 
arranged with a view to the supposed needs of the 
industries which it is intended to develop. A tariff 
for revenue, on the other hand, aims to avoid any 
effect upon industries within the country, and the 
duties are laid according to principles Revenue tart jf 
similar to those of the excise upon arti- 
cles of large consumption and great tax-bearing 
capacity. The term a tariff for revenue onZy/’ so 
current in the United States, is the expression of an 
unattainable hope. A moment’s consideration of 
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the law of international exchange,^ na!ii(^l3\ tliat the 
interchange of commodities between distant places is 
determined by differences in their possible cost uf 

■ production in the same place, and not by their ab- 

Thc eject of soliite cost of production ill the separated 
titles oT interchanging places, will reveal the fact 
trade. that even a very small duty upon a single 

commodity affects the demand of the coiintiy from 
which that commodity comes for other things, and 
indirectly affects every commodity manufactured in 
the country laying the tax. Tlie same is true of an 
excise. In fact, any consumption tax has far-reach- 

ling effects. Strictly speaking, there can be no such 
thing as a tariff for revenue oui//. Wliat is meant 
by that plirase is that the tariff sliall be so arranged 
as to yield the needed revenue witli tlie least possible 
effect on the trade and industry of the country. 

It must be noticed that every tariff, even thoiigli 
it contains many protective features, also, necessarily 
The two pur- many duties which are mainly 

poses ahvays for reveiiue. Thus in the United States, 
conjoined. protective duties, the 

main revenues were obtained from tlie taxes upon a 
few commodities. The receipts in 1888, for example, 
were : from duties on sugar and the like, $52,000,000 ; 
from wool and woollens, $37,000,000 ; from iron and 
steel, $21,000,000 ; these three together being more 
than half the entire receipts from customs duties. 

■ . ,Seo. 5. The protective principle is Avidely applied 

i d; ’ : * See Mill, Bk. III., Chap. XVII. 
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in every important existing tariff of customs outside 
of England, Holland, Norway, Belgium, Switzeidand, 
and Denmark. This policy is clearly the outcome 
of national selfishness. The attempt to direct in- 
dustry into certain lines by artificial means cannot 
find support in any system of political 
economy that regards the largest possible a national 
woldd’s product as the proper aim.^ voUcy. 

The object is rather the greatest possible diversity 
of home products. In so far as this purpose is 
attained, it is by the process of shutting out com- 
petition and allowing the home producer to collect 
from home consumers a ceidain amount of support, 
greater or less, according to the supposed needs of 
the producer in question. In so far, then, the actual 
production afforded is an item of public expenditure. 
Revenues collected by means of higher prices author- 
ised by law are spent in developing the industry 
protected. It is in every respect the same as if a 
subsidy were paid to the manufacturer or other pro- 
ducer, except that the money goes directly to him 
without first passing through the treasury.^ 

1 See the article hy Professor Folwell on “ Protective TariffvS as 
a Question of National Economy,” in The JSfutional Revenues, a 
collection of papers by American economists, eclitetl by Albert 
Shaw, Chicago, 1888. Contrary to the popular opinion as to tlie 
views of economists, none of the writers who have contributed to 
this symposium finds It possible to attack protection on a priori 
grounds. On the free-trade side see Keport of the Proceedings of 
the rnteniatlonal Free-trade Congress, London, August, 1008, 
Cobden Club, Caxton House, Westminster, Sw. London, 1908. 

^ See above on expenditure for protection of industry. 
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Sec. 6. We turn now to a treatment oC the fiscal 
character of protective duties: (1) In the first 
place, it is clear that tlie more “protection ” the duty 
gives, the less will be the revenues afforded to the 
A high pro- government, and the greater the possible 
tecHve tariff revenues to the subsidised producer. 

yields little . .1 i • 

revenue. Absolute protection means the exeiiisioii 

of the foreign commodity and no revenue to the 
ernment* The subsidy that the producer can obtain 
is determined by the conditions of production ; it 
varies from nothing to the whole amount of tlie tax 
according as the cost of production varies above 
what the cost of the imported commodity would be 
without the duty. (2) Above a certain point high 
duties tend to diminish the revenues to the govern- 
ment, and increase the subsidy to the producer, by 
diminishing the amount of the commodity imported. 
The point beyond which the total revenues diminish 
At what point is ascertainable by a principle similar to 
that of charging what the traffic wdll bear. 
In practice tliat point can be ascertained 
by gradually increasing the duty until it is found 
that the importation begins to diminish, and stopping 
the increase of the duty when it is found that the 
added duty checks more of the importation than the 
increased duty compensates for. A tariff of customs 
; pie cost of duties arranged throughout on this prin- 
i would be a revenue tariff, and if 

^ consumer. Universal, would yield enormous sums. 
It would, also, contain many protective features. 


is the revenue 
yielded 
largest 9 
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The tax actu- 
ally collected 
by the govern- 
ment is not 
always paid by 
the consumer. 


The burden of such a tax would be insufferable* No 
such general tariff has ever been enforced. (3) Pro- 
tection is given only when the price is raised. The 
subsidy paid to the producer is paid by the consmners 
within the coimtiy. This part of the tax is never 
shifted to foreigners and generally re- 
mains on the consumer. (4) But that 
p*art of the tax which flows into the treas- 
ury of the government is not always, 
although generally, paid by the consumer, 
whether protection is afforded thereby or not. There 
are a few rare instances in which the tax that forms 
a part of the government’s revenue is shifted either 
to the foreigner, i.e. the producer, or the speculator, 
i.e. the importer. These instructive instances may 
be summed up as follows: The consumer escapes 
that part of the tax which flows into the treasury on 
purchases of commodities actually imported : (a) 
When the amount of the commodity produced in the 
country laying the tax is sufficient in quantity to 
entirely supply the home market and to fix the price 
very close to the cost of production, while the for- 
eigner has at the same time so large a supply that 
he must enter that market to dispose of it. In this 
case, if any revenue at all accrues to the 
government, it is clear that it is paid by mner pays, 
the foreigner, who is burdened by ^^0 
whole tax and may lose more, — • more, that is, if his 
entrance into the market still further depresses the 
price. The home producer gets no subsidy. A 


226 INTRODUCTION TO PUBLIC IINJXCE part ii 


commonly cited example of this is the case of rye in 
Germany in good years when the outside Crop is also 
good. (6) When a new tax is laid on goods pro* 
duced by the aid of a large iix:ed plant for a 


The foreigner N ‘ ® 

pays the tax limited market whicli would be lost if the 
temporarily, raised. As loiig as the producer 

is unable to change the nature of the plant, he most 
pay the tax. An example was foiiiici in the iron 
products from the Rhine districts prepared for the 
trade as ‘‘ShetBeld ” cutleiy . England could in this 
case tax the foreigner until such time as he could 
change the character of his product, (f?) In the 
case of commodities that are used only as the substi- 
tutes for something else because cheaper, and whicdi 
would not, if the price rose higher than that of the 
■ ■ . . commodity for which they are used, be 

The foreigner ^ 

consumed at all. In this case the for- 
aii of the tax, ^ qj . ^]|0 wliole of the tax 

when the alternate commodity is cheap. B'or ex- 
ample, rye in Germany when wheat is cheap, espe- 
^ . cially if at the same time the crop of rye 

The foreigner \ ^ 

pays a part of is sliort. (c?) Ill the case of commodities 
the tax. a large part of whose total consumption 
is produced in the country, but not enough to abso- 
lutely fix the price, which is still above the cost of 
production. The foreigner in that ease may pay 
part of the tax, since his arrival depresses the price. 
The speculator O ^he Speculator regularly pays the tax 
pays the tax. in, those frequently recurring instances 
when the commodity is massed in warehouses on the 
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border ready for importation on a rise in tlie price, 
and on being imported, at the order of various S|)eeii“ 
lators, in large masses depresses prices again. It is 
a pretty well-established fact, from the investigatioiis 
of Colm and Kandtorowicz, that the speculators on 
the Exchange as a whole lose more than they gain. 
This loss is in part tlie consumer’s gain tliroiigli the 
rMief from taxation.^ 

Sec. 7. Customs duties regarded me rely as a 
source of revenue depend upon the same priiicip)les 
exactly as those which underlie excises used for that 
purpose. The greater revenue is obtained with the 
least expense from a few simple duties upon important 
commodities. 

Technically, customs duties are of two kinds, ac- 
cording as they are levied upon goods in bulk irre- 
spective of their value, or the contrarj^ Specific and 
This technical distinction is of great im- valorem 
portance in determining the incidence of 
these taxes. Duties levied according to the value of 
the imported commodities are known as ad valorem; 
those according to weight, bulk, or otlier unit of 
measurement are known as The latter 

usually fall most heavily upon the coarser or cheaper 
grades of commodities. Such a tariff is, therefore, 
regressive and contrary to the spirit of many con- 

^ See the masterly treatment of the whole of this intricate sn1)- 
ject by Lexis, “ Handel,” in SUIonberffs Handhuc.li, 2ded., Vol 11., 
XXL, see. 77; also Conrad, in his Jahrlmr.h^ XXXVII. ; Cohn, 

Zeitgeschafte nnd Differenzgeschafte,” in Ilildelmtmrs Jakrhach. 
VII., p. 388; brought down to date in 1890 by Kandtorowicz. 
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sumption tax systems, which usually tax luxuries 
more heavily than other eommodicies. l.> u t the great 
saving in expense^ and the great ease of collecting 
and administering specific duties, go a long in 
recommending them. Ad valorem duties demand 
more machinery of administration, as, for example, 
. the certification of the consul in the place where the 
goods come from to the correctness of the invoice, ‘ a 
corps of appraisers, and a careful examination or in- 
spection of all incoming goods. Little of this is 
necessary in the case of specific duties. Specific 
duties are now retained mainly for simple commodi- 
ties of uniform value per unit, or for rough groups of 
articles, whose value is easily ascertained. 

The watching of the frontier and the prevention 
of smuggling is one of the primary ditlieulties tliat 
^ have to be overcome in the administra- 

bmuggling. 

tion of customs duties. Goods of high 
value and easily portable are not very well adapted 
to pay such duties, unless they can be obtained only 
from distant countries and are thus easy of identifi- 
cation. Whenever there is a heavy excise on any 
commodity there is generally a correspondingly 
heavy customs duty as well. Sometimes the im- 
ported commodity pays both the duty and the excise 
or a part of the excise. 

: , The political or protective element in customs 
« duties has been gradually retreating in importance, 
j and the fiscal has correspondingly advanced. Stein^ 


‘■rtii ' 




1 Vol. II., Part II., p. 377. 
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makes tliis the sole law in the history of customs 
duties. It would be best characterised as an ad- 
vance of the fiscal interest, leaving the ThcHsi-of 
political or protective interests the same 

^ ^ the jiscal prin- 

as before. The pressing wants of na- dpic. 
tions, and the fact that federal governments have 
been well-nigh confined to these taxes, has necessi- 
tated this advance. 

Sec. 8. We may now look at some examples of 
customs duties. Those of England are particu- 
larly instructive.^ The term Gon>- . 

ntstory of c%is-‘ 

siiefudines^'^ or customs, applied to the toym duties m 
duties levied upon imported and ex- 
ported commodities even before the Magna Cbarta, 
bespeaks their antiquity. In the time of the Nor- 
man kings, however, trade was insignificant and the 
duties not very productive. The original duty on 
wine was one cask from every cargo of between 
ten and twenty casks, two from twenty or more. 
What the original duty on wool was is not known. 
Finally the system settled down to a 6 p>er cent tax 
on all imports and exports. Down to 1700 these 
duties were entirely for revenue purposes and had no 
intentional protective features. At one time their 
yield was nearly <£1,500,000. The eighteenth cen- 
tury saw a changed policy. Special protective and 
prohibitive duties were established. This was 
the policy of the entire century, except during the 

^See Hall, History of the Customs Bevemie^nM Dowell, History 
of Taxation, 
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‘‘long peace ’’ of Walpole, 1722-1739. liy 1759 the 
general charges were 26 per cent, while many 
commodities, like tea, coffee, sugar, wines, and 
spirits, paid even more, : The .expensas of the 
wars - which marked the turn of the century 
led to a general increase of charges on reveiitie- 
yielding commodities. Yet with all the imny 
increases in the tax charges there was not a corre- 
sponding increase in revenues. In some cases the 
high duties of the war period exceeded the limit of 
what the goods would bear. B^or example, sugar 
paid duties ranging from 20§. to 31h\ per hundred- 
weight during the first fifteen j^ears of the iiiiieteenth 
century. But the annual income was least wlieii tlie 
duties were highest. Consumption fell off half a 
million hundredweight under the higher price. It 
must be noted that this result was obtain cd in the 
case of a commodity not produced iii the country 
itself. Salt, also, bore a heavy duty in tliis period 
to the lessening of the consumption. Tea, coffee, 
tobacco, wine, and other foreign products were also 
subject to revenue duties so high as to be close to, 
if not beyond, the limit of greatest prodiictivity. 
Interesting and instructive is the experience of 
England with protective duties. Export duties on 
England's material, or the prohibition of the 

proiecHve exportation thereof, as in the case of 
wool, was originally one of the most 
prominent features of the English system. BToin the 
middle of the seventeenth century down to 1825 tlie 
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exportation of home-grown wool was forbidcieii. 
’Otttil 1802 , lioweyer, the importation of wool was 
free. Tliea the import duty rose rapidly from 
Si per hmiclreclweiglit, in 1802, to 56§. per hundred- 
weiglit, ill 1819- To encourage the production of 
raw silk, lieayy duties were jplaced upon that coin- 
imodity in 1765, and not lessened until 1825. Linen 
nUmf act lire was encouraged by bounties. 

The chief hafctles over the customs duties in 
England were waged around the ‘‘corn-law.”^ 
Two things among others of minor importance 
see 111 to have contributed mainly to the establish- 
ment of protective duties on bread-stuffs.^ The 
first was the existence of heavy public burdens upon 
land, and the desire to compensate land owners and 
land users therefor- The other was the desire to 
make Eriglniid as independent as possible of all 
foreign nations for her food suppdy, and to keep 
even the poorer lands in cultivation. According to 
the advocates of this policy, protection was needed 
to enable the proporietors and tenants to buy manu- 
factured jrodircts. It was the political power of the 
proprietors that enabled the policy to be maintained. 
The various tariffs that prevailed may be conven- 
iently suiiinrarisecl as intended generally to maintain 
a chosen jirice, which it was assumed would enabl(3 

^The American, student must bear in mind that in England 
^"^corif ’ means wheat, or, in general, bread-stuffs, 

'■^See MeCullocli, p. 200; Wilson, National Budrid, 

p. 02 ff- ; .Cevy, Hintorij of British Commerce^ 2cl ed., Fart IL, 
Chap. 7 II and , p. 207 ff. 
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the producer to live, and would not place too lieavy 
a burden on the consumer. Hence the re- 

course to a sliding scale by wliich a liiglier duty was 
imposed as the price fell. Tlte l>est example is the 
scale adopted by Sir Robert Peel (o and (> Viet. c. 
14), by which the diity^ was to be 20s. per cpiarter 
when the price was 50^. and 51«., and decreased Is. 
per quarter for every rise of Is, in price ; so that 
the duty should only be Is. per quarter wlieii the 
price rose to 70s. and over. The idea was, cleaiiv, 
to maintain, if possible, a price of at least 70s. A 
similar purpose underlay the eaiiier proliibitioii of 
importation, until the price rose above 80^% per 
quarter. 

Popular agitation, headed by the Anti-Corn Law 
League, was based iipoii the hope of cheapen* food 
The dimina- supplies. It was Supported by the rapidly 

protedim g^wing inaiuifactnnng xiit(}rests in the 
features. expectation that clieaper food' woukl re- 
sult in a fall in wages. After years of effort it 
brought about the repeal of tlie corn laws in 184(5. 
The sympathy aroused by the Irish famine of the 
same year contributed to this end. Just before 
the repeal of the corn laws Peel had, in 1842, 
simplified the whole tariff by eliminating many of 
the protective features, especially by removing duties 
on raw material and freeing a number of small articles. 
As a substitute source of revenue the income tax 
was restored. Gladstone, in 1860, completed the re- 
mo^ of protective features. Smee that time it has 
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been true, in the words of BastiiUe, that ''tlie 
English customs system is remarkable for its vigor- 
ous adherence to the principle of purely iiiianeial 
duties. All traces of a political aim in the imposi- 
tion of customs duties have now disappeared.” Tlie 
corn duty was, however, restored as a revenue measure 
at the time of the Boer War. It lasted but a short 
time, namely, from April 16, 1902, to July 1, 1903, 
and during that time yielded <£2,448,000. ^ 

During the fiscal year 1907-1908 the customs 
yielded £32,500,000 as follows : tobacco, £13,739,000; 
tea,, £5,807,000; coffee, £184,000; cocoa, etc., 
£287,000; chicory, £47,000; currants, raisiiis, and 
other dried fruits, £456,000; sugar, £6,708,000; 
beer, £23,000 ; spirits, £4,133,000 ; wine, £1,177,000. 

There are now only about 40 rates in the English 
customs tariff. In 1875 there were 53, as against 
397 in 1859, and 1046 in 1840, 

Sec. 9. The difficulty of administering customs 
duties in the small and scattered areas of the differ- 
ent States of Germany led to the for- 
- mation of the German customs union customs 
(^ZoUverein') in 1833. This union, which 
at first embraced a population of 25,000,000 and a 
territory of 80,600 square miles, grew in size and in 
permanence with the renewal, from time to time, 
of the treaties which bound together the Slates 
composing it, and with the entrance of new States, 

1 The so-called ‘‘registration” duty, 1800-1870, yielded 
£1,000,000 during the entire period of its existence. 
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SO that in 1854 it embraced 08,000 s([uai'e miles 
and 35,000,000 inhabitants. It was the cure of 
the present German Empire. At the beginning 
the moderate, mainly revenue, duties uf Prussia 
were adopted. In the tariff of 1805 the rates 
were lowered and many removed. Duties on graiii 
and on almost all raw materials were removed, and 
the duties on manufactured goods reduced. Tiie 
free-tiade tendency which accomp)lishe<l this cliange 
lasted until long after the formation of the Empire, 
indeed down to 1877. 

The constitution of the Empire confers upon the 
imperial legislature the exclusive power to regulate 
customs. It may levy taxes to any amount upon 
The customs articles exported or imported, for 

of the Empire, revenue purposes or fur protection or for 
both. But the imperial legislature cannot tax any- 
thing else. Further revenues, if needed, can be 
raised in the form of an apportioned requisition 
upon the commonwealths of tlie Empire. The 
growing need of the Empire for revenutis was ac- 
companied by a wave of protectionist sentiment, so 
that the increased duties were more and more pro- 
tective in character. It is true, however, that the 
revenue features were increased at the same time. 

Particularly interesting is the duty on grain, intro- 
duced in 1879, and raised several times since then. 

, The rate is now 5 M. per 100 kilograms for wlieat 
and rye, 4 M. for oats, M. for barley. These 
^ duties are in some measure protective in ordinary 
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seasons. It is frequently found that a part of tlie 
■ revenue which flows into the treasury from this 
source, especially in extraordinary years, is paid by 
others than the consumer.^ Generally, however, 
tliQ consumers pay the home producers a goodly sum 
in the shape of higher prices. The operation of 
these grain duties has been materially modified in 
recent years by the conclusion of commercial treaties 
with some of the grain-producing countries. The 
main revenues from customs duties in the Empire 
come from coffee, tobacco, wine, and grain. 

Sec. 10. France has a highly developed system 
of customs duties. By the edict of 1664 Colbert 
attempted to reduce to a single uniform History of ihe 
scheme all the confused and multifarious 
customs charges that had come down from feudal 
times and were in the hands of many different 
authorities. The tariff thus established was pro- 
tective in character and was dictated mainly by the 
mercantile doctrine. But many provincial duties 
were left, and as time went on confusion increased. 
The Revolution swept all the old taxes away, and in 
1791 the system which is the basis of the present 
one was established. 

The development since then has been gradual. 
Prohibitions of imports and exports, so numerous in 
the tariffs of the ancient monarcliy, have 3io\v all 
been removed. Since 1803 the only exceptions to 
this statement are hooks that infringe the c<)[)yriglit 
1 See example cited above ; also Cohn, p. 505 if. 
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law and munitions of war. To insure tlie proper 
registration, for statistical research, of all traffic, 
there used to be an import cimrge on all goods of 
15 centimes per lOG francs’ wu")!*!!! or 50 ('entiiues per 
100 kilograms, and an export charge of cam times 
per 100 kilograms. These have been removed.^ 
During the period subsequent to the Revolution, 
and down to 1814, war measures left no opportiiriity 
to test the tariff of 1791. The Restoration estab- 
lished a highly protective system at tlie instigation 
of the Chambers. The Second Republic eoiitiniied 
the same policy. Napoleon IIL, finding himself 
unable to persuade the deputies to change the tariff, 
removed many of the prohibitive duties by treaties. 
The first of these treaties, with England in 1860, 
fixed the maximum ad valorem diit}’' on English goods 
at 30 per cent for the first four years and 25 per cent 
after that. Other treaties followed, extending similar 
privileges to other countries. In the spirit of these 
treaties the tariff itself underwent many amend- 
ments, raw products were admitted free, duties on 
foods w^ere removed or lowered, and the duties 
protecting the stronger manufactures were lowered. 
By 1873, that is, after the struggle with Germany 
The two was over, and after tlie revenue sj^stem 
rearranged to meet the tremen- 
, dous burden which was the consequence of the war, 

I S r 

; ' ^ On tlie whole subject see Levasseur, “ Heeent Commercial Policy 
; |)| France , of Political Pconoiny, Vol L, Ko. 1, December, 
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France had two distinct tariffs. First, the gen- 
eral tariff built upon the law of 1791 amended 
many times. Second, a conventional tariff based 
upon treaties. Since these treaties generally con- 
tained the clause granting each nation the same 
privileges as the most favoured, this tariff was more 
uniform than the method of construction would lead 
oiie to expect. In 1881 the general tariff was pretty 
thoroughly revised so as to approach the treaty 
tariff. Manufactures were slightly protected. With 
this as a starting-point new treaties were made. 

One of the most remarkable reforms that any 
tariff has ever undergone was accomplished in 1892, 
This was the passage of two tariffs in a The tariff re- 
single law. There was first a general ffrinofism, 
tariff" or maximum which was to be levied on goods 
from all countries not obtaining special privileges 
by treaties. Second, a minimum tariff marking the 
lower limit to which the concessions might go. The 
latter was to be applied to the native products of 
those countries which grant French products re- 
ciprocal privileges. Both of these tariffs were pro- 
tective. There are over 700 items in the maximum 
tariff, but the number on which concessions could be 
made was considerably less- 

Sec. 11. The tariff history of the United States 
has been written many times.^ Its effects have been 
explained in many different ways. Not one of the 

1 Simmer, of Protection in the United States ; 

Tariff History of the United States, 
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many histories is clearer and more impiiiiial than 
„ the short statement by Professors Seliip- 

of the United man and R. IMayo Smith, print tni (in 
States. lish) in the publications of the I inf Hr 

Sooialpolitik, 1892 (Vol. XLIX., Part 1), ^hjlliing 
but the barest outlines can be attempted here. 

The colonial policy of England prohibited the ex- 
portation of the more important coniinodities, the 
“•enumerated” articles, to any country but England. 
Importation was to take place only irom British 
ships. As was seen in the chapter on Protective 
Expenditure, bounties were paid to encourage agri- 
cultural products. The only import duty in the 
colonies was that imposed in 1773 on rum, molasses, 
and sugar from other than British colonies. 

After the War of Independence there was a move- 
ment to protect the new industries which had sprung 
up. As Congress did not, until the adoption of the 
new constitution in 1789, have the power to collect 
duties, the commonwealths tried to afford the de- 
sired protection. There is naught but confusion in 
these efforts, all of which, however, came to an end 
when the commonwealths were forbidden to levy 
customs duties. 

The tariff was the sole source of tax revenue which 
the new federal government had. It was, eoiise- 

The beginning quentlj, largely utilised from the first. 
of the tarif. the 

; tariffs were, in effect, if not in intention, revenue 
; .and not protective tariffs. The rates were generally 
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low, except on purely reveiine articles like sng'ar, 
tea, coffee, and wine. The Orders in Council, the 
Berlin and Milan decrees, on the east side of the 
Atlantic, and the Embargo and Non-Intercourse 
acts, on the west side, followed by the War of 1812, 
gave absolute protection to American industries and 
seriously lessened the growth of the customs revenue 
of’the government for a period of seven years. It is 
not surprising, therefore, to find the new industries 
which had been forced into existence during that 
time calling loudly for protection after the peace. 
A strong protectionist sentiment arose which in- 
itiated a policy that had scarcely more than a 
temporary setback from 1816 to 1895. . . . 

^ The begiimtng 

That policy wars to combine high pro- of the protec- 
tective duties with important revenue 
duties. The main arguments advanced for and 
against the policy of protection have been stated 
under Expenditure. The industries protected were 
the textiles, cotton and wool, and iron. Among 
the revenue duties may be named those on tea, 
coffee, and wine, and perhaps those on sugar and 
tobacco. The first period of the protective policy 
passed the high water mark in 1828. 

The only important setback which the policy 
sustained before the recent tariffs was in the so- 
called free-trade period from 1846 ' 

1860. The act of 1846 was heralded ■'free-trade ■ 
as a tariff’ for revenue only, but it was 
still highly x^i'otective. The duties on the classified 
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commodities ranged from 5 per cent to 100 per cent. ; 
the last on spirits. Some purely revenue duties 
were removed entirely, as, for example, the duty on 
tea and coffee. The protected textile iiulustries re- 
tained their duties for the most part; ■woollens 20 
to 30 per cent, cottons the same, iron 30 per cent. 
All the duties were made ad valorem, a change which 
involved an increase in the cost of admiuisti*ati6in 
A more substantial reduction was made in 1857. 

* The crisis of 1857 resulted in a serious decline in 
the revenues, and just before the Civil War broke 
out, Congress passed the so-called Mor- 
rill tariff, March 2, 1861. This tariff in- 
creased the protective duties, especially on iron and 
woollens. From the technical side this act made two 
changes of note. First, specific duties were again 
restored ; second, the system of so-called compen- 
sating duties was initiated. This second feature, 
which afterwards received a very broad application, 
can best be made clear by an illustration. The 
Morrill tariff increased the duty on raw wool. To 
compensate the manufacturers for this, a specific 
duty, supposed to represent the duty on raw ma- 
terials, was placed on manufactures of wool, to- 
gether with an ad valorem duty for protection. 

Immediately after the passage of the ilorrill act 
the war broke out. Under the pressure of the need 
for revenues Congress passed a long 
series of acts increasing the duties on 
revenue articles, putting duties upon articles 


The Uorrill 
tariff. 


t n ys The war 

1 i 
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hitherto free, and raising as compensation the pro- 
tective duties. The idea of giving coinpensatoiy 
duties was extended to cover the burden of internal 
taxes also. Thus the manufacturers were, in 1864 , 
given special compensatory duties to offset the heavy 
internal taxes. This remarkable protectionist meas- 
ui'e, embodied in the act of 1864, was rushed through 
Congress with only one day’s discussion in each 
house. It represents the highest limit ever reached. 
Nearly 1500 articles were enumerated; the average 
rate was close to 50 per cent. It shows the effect 
of three different forces : there was (1) the desire 
to increase the revenues, (2) the feeling that the 
manufacturer had a good claim for compensation for 
the higli taxes in general, (3) the mad scramble to gain 
all that could be gained from this class of legislation. 

This act afterward received a number of amend- 
ments to meet the changes made in the other parts 
of tlie revenue system, but the character of the tariff 
was not materially changed until 1883. One of the 
most interesting changes, technically, ^vas the fixing, 
'in 1866, of the method of ascertaining the value 
ux-)on which the duty was laid. It was provided that 
the value should be determined by adding to the 
value, at the place of shipment, tlie cost of trans- 
portation, packing, commission, Avarehousing, and 
other charges which fell upon the goods before 
their arrival. 

The protection policy thus extended gave strength 
to vested interests which thereafter supported that 
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policy. The only changes of note clow ri t o 1 894 are tlie 
attempted reforms of 1870, 1873, and 1883, 
Modification, McKinley tariff of iSiHl, whieli re- 

duced the income by removing the duties on purely 
revenue articles and on very strong, self-sustaining 
industries, but increased the proteeti\'e features. 

In 1894 came a change that at first appeared to be 
very important. The McKinley bill of 1890 Iiad be- 
^ . come practically tlie platforin of the Re- 

protective publicaii party, and the D^nnoe ratio party 
duties. went into power pledged to ilie rediietioii 

of protection. They proceeded slowly to the fiiKil- 
ment of these pledges. The famous Wdlsou bill was 
reported December 19, 1893, and betaiine a law 
August 27, 1894, without the approval of the Demo- 
cratic Pi'esident. It failed of las a-pproval heeause of 
the objectionable features introduced in the Senate, 
Two things prevented the change from being sweep- 
ing. The first was the power of the vested interests 
in the protected industries. Every sort of pressure, 
short of illegal, was brought to hear in favour of 
the existing system. The second was the paieiit 
danger of too sudden a decrease. Hwee[>i]ig reform 
would ruin industries and create a depression. 

The reduced tariff was not devsiined to remain long 
in force. Within three years, that is, in 1897, there 
The Dinghy was a deficit ill the treasury, which gave 
an excuse for new tariff legislation. By 
This time the protectionists had rallied and were again 
in power. Congress was called together in special 
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session and passed the so-called Dingley tariff, as a 
strict party measure. This tariff restored iiiost of 
the protective features that had been removed in 
1894, Protection was again granted to wool as a 
raw material, and compensatory duties were placed 
on manufactures of wool. In some respects the 
wool and Avoollen schedule was made higher tliari 
ever before. Hides, which had been on the free list 
ever since 1872, were given a protective duty of 15 
per cent mderem, while, to quiet the protests of 
the shoemakers, manufacturers of leather received a 
compensatory duty that fully made up for the in- 
creased cost of the raw material. On cotton goods, 
however, the duties were slightly reduced, althougli 
not all along the line. Silk and linen received a 
rather substantial advance. The iron schedule was 
not materially changed from the condition in wliich 
it was left by the McKinley bill. The greatest 
struggle was waged around the sugar tariff. The 
duty placed on raw sugar in the Wilson bill was 
retained and slightly increased, while the refiners 
received a differential that aft'orded theiii ver}?' hand- 
some protection. On the whole the Dingley tariff 
raised the protective wall higher than ever. 

Having reached this stage, the protective system 
rested for twelve years. During this time there 
developed, very slowly, a sentiment for tariff re- 
form. The protectionists yielded a little to this 
sentiment, and won the privilege of having the 
tariff “revised by its friends.” In April, 1909, 
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Congress was again assembled in special session to 
“ provide revenues to meet a deficit ’’ and to consider 
a bill known as tlie Payne bill, wbiidi bad btam jn-e- 
pared by a eomniittee of Republicans with a view to 

propitiating the sentiment in fa vour of ta ri if rednet ion. 

Of this bill the committee said : ‘‘While it makes a 
number of reductions in the rates on industries tliat 
can admittedly stand alone, it raises the rates on 
certain industries, that in the opinion (jf tlie com- 
mittee need more protection.” This bill was heavily 
amended in the Senate where the protectionists were 
strongly iutrenclied. It was again ainemled under 
pressure from the Republican President who inter- 
preted the election promises of iiLs party as favouring 
a revision downward. When tiie President signed 
the bill, Augusts, 1900, be summarised it as follows: 
“This is not a perfect tariff bill, nor a eomj.lete com- 
pliance with tlie promises made, strictly interpreted, 
but^ fulfilment, free from criticism in respect to a 
subject-matter involving many schedules tind thou- 
sands of articles could not be expected. It suffices to 
say that except with regard to wliiskey, li<|u„fs, tmd 
wines, and in regard to silks and to some high chmses 
of cottons, all of which may be treated as luxuries 
and proper subjects of a revenue tariff, there have 
been very few increases in rates. There have been a 
great number of real decreases in rates 
constitute a sufficient amount to jnstify 
ment that this bill is a substantial downward 
id a reduction of excessive rates.” One of 
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iiiterestiiig features of tlie bill is the provision of 
two tariffs in one, which is popularly snpposed to he 
a partial adoption of the idea of the French iiiaxi- 
iiiiim and minimum tariff above referred to. But 
there is a fundamental difference, for if the Frencli 
system is properly described as a “maximum-miniiiuini 
tariff,” that proposed for the United States is a mini- 
nium-maximum tariff.” That is, the French s^ysteni 
applies the maximum as a norm, from which deductions 
may be made for favours received. But the Ameri- 
can system applies the minimum as a norm, to whicli 
additions may be made by way of reprisal in the case 
of those countries whose tariff policy does not please 
the United States. In other words, the French sys- 
tem is one of reciprocity, the proposed American 
sy^stem one of retaliation. Possibly^ no other posi- 
tion can be adopted by the United States. Slie has 
steadfastly maintained that the “ most favoured na- 
tion” clause in her commercial treaties cannot be 
construed as applying to tlie tariff, and many of the 
duties in the tariffs of Europ)ean nations are directed 
specifically against the trade of the United States by'" 
way of retaliation for her own bigli duties. The 
bill is not generally I'egarded as a final settlement of 
the tariff question. It contains a provision for the 
appointment of expert agents to assist the President 
in administering the maximum-minimum clause and 
many^ hope that this will lead to the colle(3tio]i of 
information which will render a systematic and 
unprejudiced revision possible. 


CHAPTER VIII 


PEOPEBTY TAXES 


PAIIT 1. The General Property Ta2% tvifh Special 
Reference to Uidtecl States 

Section 1. The general property tax may be 
defined as a tax in which the base is tlie entire 
amount of tlie property, real and personah owned b}' 
the taxpayer. This tax is old and is a favourite tax 
for local purposes. The general property tax can 
be studied to the best advantage in the United States, 
The general where it isuscdniore extensively, perhaps, 
propertjf tax i]y,in in auy other country, and where it 

exernplified . , *' 

in the United fbp nuiiu source 01 reveuue tor very im- 
States. portant parts of the governinent. It is 

also used in Switzerland as the main source of revenue 
for some of the component parts of the federal State. 
In Prussia, Holland, and some other countries it is 
used to supplement other taxes, but when so used, it 
takes on a different character. The federal govern- 
ment ill the United States does not levy any tax on 
property in general. If under the constitutional 
provision, wdiicli requires that direct taxes shall be 
apportioned among the states in proportion to popu- 
, lation, the federal government should levy a tax, 
that tax W'Ouid presumably be apportioned among the 
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people by most of the states in accord with their o wn 
laws, and collected as their own state taxes are 
collected.. 

We need to see first the relation in which this tax 
stands to the other taxes in the system of state and 
local taxation. 

The individual states, the cities, and the other local 
divisions of government in the United States derive 
their revenues from a considerable number of soiirees. 
They each use some or all of the following 
taxes: (1) the general property tax ; (2) 
the poll tax, pajnible either in money or property tax 
ill services or in both ; (^6) taxes on se- nwnwedtXs 
lected kinds of business ; (4) taxes on revenue 
certain ways of conducting business, as 
the corporate form; (5) inheritance taxes, and (6), in 
a few instances, income taxes. They also use license 
taxes or fees for permits which are distinguished from 
taxes proper by the fact that regulation rather than 
revenue is tlie more important consideration. They 
also receive other fees of many sorts, mostly small, 
for special services to individuals, recording of doeu- 
meiits, and the like. Streets, sewens, and other simi- 
lar public improvements are mostly constructed from 
the proceeds of special assessments on the propertj’ 
immediately benefited. The cities, especially, not all, 
but many of them, and to a very small extent tlui 
states also, receive revenue from waterworks, gas 
and electric works, street railways, canals, and other 
public service enterprises and to a very small extent 
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from iiKlustrial and commercial entei-prises. A few 
of the states receive revenue from the sale or oi 
public lands. There are in addition a uuinber of 
tines and penalties for various infractiims of law. 

Among all of these soui-ces of rexQiiiw. the geiu^ral 
property tax stands preeminent. It is the sti-nc- 
tiiral iron which holds the building togetln'r. It is 
Thepreemi- the largest Single soiircc of revenue ail'd 
naiceojtiiG is miiversallv regarded as preeminentlv 
crip tax. the tax for all jiurposes. There is no 
state in the Union in which this tax does not exist 
at least as a tax for local purposes, altlKuigh there 
are six states in which it is not used to siq>ply reve- 
nue for the state or central governinenr. Without 
a single important exception, it is used in CMuy city, 
in every town or its counterpart in local governinenr, 
in every district, be it a road district, school disirii^t, 
drainage or irrigation district, or a distritd organised 
for some other purpose. The few exci^ptions are 
insignificant, and are in each case duo to conditions 
clearly peculiar. 

The general property tax of the United States was, 
in its original conception, a direct personal tax for 
local purposes. It was a tax on persons, iiatiii'al or 
The general Corporate, ill proportion to all their prop- 

rn3,r« The only exemptions were origi- 

persmicdtax. nally persons, usually corporate, like 
jtounieipal corporations, schools, colleges, andchurclies 
which were regarded as, performing some public or 
ijuasi-publio functions. Sometimes natural persons. 
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like ministers of the gospel, paupers, invalids, or vet- 
erans of war, were exempt from pious, religious, 
charitable, or patriotic motives. The present statutes 
still show marked traces of the personal character of 
this tax as originally conceived. As an illustration 
of the older conception we may cite Vermont, where 
every person was ‘‘rated” or “listed” for his poll, 
his property, and all his “ facuities.” In all the 
older laws the “person” came first, and his estate 
was the attribute by which the amount of his tax 
was measured. 

It was a local tax intended primarily for the appor- 
tionment of neighbourhood charges among neighbours. 
The functions of government were at first 

^ Tm ge?ieral 

exercised mainly by the local divisions, property tax 
Even as late as 1840, when the functions 
and activities of the state or central governments 
had reached the first stage in their development, this 
tax was used to a very limited extent only, for sup- 
plying revenue for other than strictly local purposes. 
By slow degrees the larger unit of government, the 
commonwealth, began to draw upon this source by 
way of ratesadditional to the local taxes. Strangedy 
enough, these added rates rarely, if ever, took the 
form of a surtax so common, for example, in Spanish 
taxation, nor did the surtax conception enter Ameii- 
can financial thought anywhere until after 1890. 
Yet the effect of these additional tax rates is distinctly 
the same as that of the surtax. 

By degrees, also, the strictly personal coiiception of 
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the tax has been modified, and it has steadily become 
The general more and inoro of an objective lax, or a 
^opcrtytax Tliis cluui-dlias eolsu. about 

tax. first tliroogh custoin>s operating witli the 
force of law, and is not even now so a})pareut in tlie 
statutes as it is in the actual administration. With 
several notable exceptions, of whicli Xew York is a 
conspicuous example, the personal deelaration of the 
taxpayer may still be required and is inoia.' or less regu- 
larly exacted. But even where this form is still re- 
tained, property, even real estate, mav be taxed in 
the name of ^‘unknown owners.'’ As eominonly 
conceived by legislator, administrator, and taxpayer 
alike, the general property tax, as it stands tt)-day, is 
a tax on all property, irrespective of ownersliip, 
within the territory of the taxing authority, except 
such as may be expressly exempted on a.ccount of its 
use for a public or quasi-public purpose or out of 
consideration for what is regarded as a desirable 
public policy. As an illustration of this, we may 
quote the phrase most widely used as llui introduc- 
tory sentence of the revenue laws of the various states: 
“All property, real and personal, witliin this stale, 
not specially exempt, shall be taxed in proportion to 
its value.” Yet traces of the older conception of 
a personal tax remain, often inconsistent and illogi- 
cal, and giving rise to confusion of tlioiight and 
practice. 

Sec. 2. Although this venerable tax, winch dates 
from soon after the establishment of tlit 3 various 
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colonies on tlie continent of America, lias been de- 
veloped ill eacli of the several states from a common 
origin as to principles and ideas and by ^ 

... ^ ty'peB of 

very similar social, political, and eco- che general 
nomic forces, yet there are variations 
from state to state, and from one part of the country 
to another, which are by no means insignificant. Some 
of them are, in fact, so important that a failure to 
recognise them leads to a serious confusion of thought. 
It is this divergence, in one state or another, from the 
general type which makes it so difficult to explain 
briefly the nature of American tax problems. These 
differences concern in some degree tlie kinds and 
classes of property subject to the tax. But they con- 
cern in far greater measure the forms and methods of 
administration, and as it is on the administrative side 
that the greatest evils have been apparent, these 
may be considered as the inoi’e important. 

Although, as just suggested, the constitutional 
provisions, the statutes, the ordinances, and the 
equally potent controlling practices, customs, and 
traditions vary from state to state, and although no 
two of them are exactlv alike, it would nevertheless 
be an exaggeration to say that there are fifty-one 
different varieties of the general property tax in the 
United States. Such a statement would lay too much 
empliasis on minor details. There are, however, 
several more or less distinct types. Some of the 
differentiating characteristics of these types are 
the result of the differences in the framework of the 
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governinent,^ others arise from differences in the 
social and industrial development. 

In attempting to describe these types in a brief 
space we inevitably incur all the dangers of any 
broad generalisation. It should be understood that 
in many cases the types interblend; also, that for 
clearness’ sake we shall select examples of the extreme 
forms of each type.^ 

Among the oldest types is that which we may call 
the New England. This extends wherever the New 
England township form of local government extends, 
and even where the township system is modified by 
a superimposed county system. Tliat is, in all the 
territory north of the Ohio Kiv^er and of its line ex- 
TheNew tended as far westward as the Rocky 
Mouutains. It is that type of the general 
property tax. property tax whieli is the historical out- 
growth of the well-known and famous townshij) ” 
system of local government. It differs from the 
other types not so much hy reason of any difference 
in the underlying conception of who and wliat is tax- 
able, as it does in its administrative features. In 
general, the administrative or tax district is small, 


1 Any reader not familiar with the various forms of local govern- 
ment in the United States will find enlightenment in Fiske, CwU 
Government in the United States; Bryce, ximerican Ckmmon- 
wealth ; and Hinsdale, American Government. 

; , ^ The reader who wishes to delve into the mnltitudinons details 
and variations is referred to the present writer’s contribution to the 
Census Volume on Wealth, Debt, and Taxation. Special Keport, 
12th Census, 1907. 
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very small. In the ‘‘West” it is a township, six 
miles square ; iu older settled states it may be even 
smaller, it may be a city ward. Sometimes this dis- 
trict contains only a few hundred inhabitants, rarely 
over five thousand, and the number of taxpayers is, 
of course, very much less, perhaps a fittli or an eighth 
of the population. Consequently there may be con- 
vsiderable common knowledge of each other’s affairs 
among the taxpayers, at least outside the cities, and 
the assessors may be assumed to have some knowledge 
of the property which they are to assess and of the 
value thereof. The assessors, for there are often 
several in one township, are elected for short terms, 
one year or two years, and in some cases perform 
their ofBcial functions without interrupting their 
ordinary vocations. Their work can usually be per- 
formed in a few weeks. In short, the administration 
is democratic, springing from the taxpayers them- 
selves and ever under their control. 

There are many variations of this type. There 
are some in which there is no central control at ail, 
or so little that it has no influence, and others in 
which the administration is quite highly centralised. 
Between these two extremes are many y^^riaUomof 
degrees. We have space only for two theKnvEng- 
examples, one at each extreme, Rhode 
Island and Indiana. Rhode Island affords an excel- 
lent illustration, possibly the best, of a highly de- 
centralised system. Rhode Island, as has often been 
pointed out, is, as a state, a sort of fedej'ation of small 
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towns, each retaining a degree of luiUnunny and 
independence greater tlian siicb units enjoy an v where 
else ill the country. Here the state has very few 
functions to perform, and the county'* is a, mere 
grouping of towns into court districts, a geographical 
rather than a political conception. The tax for state 
and county purposes, the county expenses being met 
from the state levy, is less than 10 per cent of tlie 
total amount raised by means of the general property 
tax. Consequently there is no fiscal I'eason, or at 
least not a strong one, for central supervision. Tlie 
state levy was until very recently apportioned roughly 
among the towns at long and irregular intervals, of 
about sixteen years each, by a sort of contractual 
agreement between the towns niaile tlirough their 
representatives in the legislature and talcing the form 
of law. The administration of the tax is, tlierefore, 
almost purely a matter of local concern, although pro- 
vided for by a general statute. Eacli of the towns, 
many of which contain less than two thousand in- 
habitants, elects each year in town meeting not less 
than three nor more than seven assessors, also a tax 
collector. The assessors are all-powerful, tlieir action 
nearly final. There is no provision for review or 
for equalisation between individuals. Tlie only re- 
course an aggrieved taxpayer has is to take the 
matter into the courts. Not even the date when the 
assessment is to be made and to which it apjdies 
is fixed for the state at large, each town selecting 
i these to suit itself. Such is the extreme of the 
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democratic or New England type of the general 
property tax. 

In most of the other states having the same general 
type of this tax tliere are local boards of review, usu- 
ally consisting of the local council, 

5 The begin- 

^'trustees, with power to revise the mi- 

assessments made by the assessor. In 
still others, owing piimarily to tlie greater importance 
of the central or state functions, and the consequently 
larger proportional amount of state taxes to be ap- 
portioned, there is more central control. The cruder 
form of tliis central control is a state board of equal- 
isation with limited power to review the work of the 
local assessors. Such boards do not, as a rule, change 
individual assessments, but by making a nominal 
valuation for each township or tax district as a whole 
determine the amount which each town shall pay to 
the state. But that amount is apportioned among 
the individual taxpayers on the basis of the original 
assessment. Such boards as these are virtually ap- 
portioning boards onl3^ A fine example of this is 
afforded by Michigan, where an apportionment of 
state taxes is made only once in five years, and each 
town adds to its tax rate enough to raise its quota of 
the state tax. There is thus no general state tax rate. 

From this crude form of centralisation, which 
scarcely affects the local or decentralised Indiana 
character of the tax administration we suRtcm of cen- 
pass, from state to state, through vary- 
ing degrees of centralisation until we come to tlioselike 


•t 
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Indiana. That state has the old general property 
tax almost pure and iindefiled in priueiple and tlieoiy, 
and yet has a very powerful central coiurulling 
board. The original assessineut is still made by a 
multitude of local assessors elected and acting in the 
small townships. But these assessors are supervised 
and directed by county assessors, one for each county, 
who are assisted by otlier ofiicers and act as the 
agents or representatives of the central or state 
board. By conferences, instruction, and sliarp super- 
vision, backed by the right to discharge assessors, 
the central board exercises a very effective control 
reaching down into each townsliip. 

There are two controlling reasons for tliis develop- 
ment of central supervision. Tine first is that the 
proportionate amount of state and eoiinty 
taxes to be apportioned is greater. Thus 
in Rhode Island, as we have seen, the 
state tax, which includes county taxes, is less tha,)i ten 
per cent of the total tax, while in Indiana the state 
and county taxes amount to nearly half of the total 
taxes on property. Clearly, then, any inequalities in 
the valuations between the different towns become 
at once of great importance. If, for example, a 
given town has property which at the average rate 
of valuation for the state would be assessed at 
1200,000 and would usually pay, say, S2000 in town 
taxes and $2000 in state taxes, should make its valu- 
ation only $100,000, it would pay in town taxes 
still $2000, but would pa)^ in state taxes only $1000, 


The reasons 
for central 
control. 
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throwing flOOO unjustly on other towns. The 
other controlling reason for greater centralisation k 
the existence of railroads and other great public ser- 
¥iee corporations whose property lies in many to\¥n- 
ships. The local assessor may know all about the 
value of farm lands in his little town, and how much 
a cow or a hog is 'worth, but he cannot possibly 
know how much six miles of railway track, part, per- 
haps, of a great transcontinental railway system, are 
worth. Such properties can only be val ued as part of 
a whole. Hence, the application of the so-called 
“ unit rule necessitates a state board. This reason 
for the centralisation of the administration of the 
general property tax exists, also, in states not having 
the New England type of this tax, but it is far more 
potent in states where that type exists becaime of 
the extreme smallness of the assessment district. 

A second type of the general property tax is found 
in the Southern states, and may, for that reason, be 
called the Southern type. In general, it The Southern 
is found in the territory south of the Ohio 
River and as far west as Louisiana. It is tax. 
almost everywhere accompanied by an extensive 
system of business license taxes which fill in certain 
gaps in the general property tax, and lienee modify 
the classes of property to be included. On its ad- 
ministrative side it has been determined by the 
county system of local government which exists in 
those states where it is in force. The county being 
a very much larger unit of local government than 
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the township, both in population anil territorial area, 
its government is necessarily more repriiseiitative 
and the type of property tax developed is less demo- 
cratic. The county performs all the functions of 
local government, outside of the cities Avhicli are 
usually separately incorporated. The county reve- 
nues collected from the property tax are in most 
cases equalled or exceeded by those collected for the 
state, a condition almost the reverse of that in New 
England. From the beginning the state or central 
government loomed larger and had more functions to 
perform in the South than in the North. Ignoring, 
for purposes of brevity, the differences between in- 
dividual states, we may venture to generalise as 
follows : Under the general supervision of the 
county court, which has administrative as well as 
purely judicial functions, the assessor or a Ksmall 
board of assessors makes the valuation of property. 
As this officer cannot, in the nature of things, know 
many of the taxpayers whose property he is to value, 
nor much about values in portions of the county re- 
mote from his home, his duties are far more difficult 
than those of the town assessors in tlie North and very 
different in character. Personal declaration by tlie 
taxpayer is required, at least by law, and, in general, 
more respect is assumed to be paid to the values de- 
clared by him. Penalties for failure to make a dec- 
laration are more severe and more often enforced. 

; The diligence of the assessor is stiniiilated by com- 
’ missions, it being customary to compensate him by a 
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percentage of the taxes levied. Nevertheless consid- 
erable property escapes and it is not unconiinon to tinrl 
so-called ‘4)ack tax commissions” or other officers 
authorised to assess property not placed on tlie rolls 
the assessors. These commissions are more 
nearly a part of the regular machinery of government 
and quite unlike the guerilla or private ^‘inquisitors” 
of Ohio, to Avliich, as an anomaly, much attention 
has been devotedd There is also a .more [ironouiieed 
tendency in these states to use tlie general machinery 
of government for the levy and collection of this tax, 
and not to create a special a,nd entirely se[)arate set 
of officers. Thus the sheriff or the treasurer is often 


ex-officio tax collector. State supervisory boards 
are usually composed of ex-officio officers of the state, 
such as the governor, the auditor, and the treasurer, or 
the attorney-geuei'a!, and property of a general 
character like the railroads is assessed by them. 
Everywhere else in the country the rate is always 
determined by apportionment, but in many Southern 
states a proportional (percentage) rate is fixed by stat- 
ute and changed only at comparatively long intervals. 

The third and last type is the Pacific coast type. 
This prevails in the states on and west of the Rocky 
Mountains, and in a modified form in Texas. Al- 
though, like the other types, it takes on The. Pudfxc 
various forms, yet it is rather more uni- 
form than the other two, and this in spite ertyiax. 
of the tendency of the people of this part of the 


1 Carver, Taz Inquisitors in Ohio, 
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country to experiment with weird, fantastic, and 
evanescent theories. This type reseinblcs the Sou th- 
em type more than the New England type. In fact, 
the State of Missouri was one of tlie acknowledged 
sources from which this type was drawn. It differs 
from the Southern type more in spirit and traditions 
than in outward form. The county is here an ad- 
ministrative district of the state government. But 
the county has less autonomy than in the South, most 
of its activities being directed by general statutes 
under the supervision of state officers or bureaus. 
In New England and in the South authority flows to 
a certain extent from the local units to the state, in 
the far West it flows only from the state down to 
the local units. The state’s share of the general 
property tax is usually about one-third of the wdiole, 
including what the state raises for the purpose of 
equalising the expense of maintaining the seliool 
system, which is paid over to the coiuities for expend- 
ing, but under general laws. The assessment is 
made by a county assessor elected for a long term, 
usually of four years. He is assisted, usually, by 
many deputies and may assign them districts. Per- 
sonal declarations by the taxpayers are required by 
law, but very irregularly enforced. The county ad- 
ministrative board acts as a board of revietv or 
“equalisation” as between individuals. There is 
always, in this type, a state board of equalisation 
whose functions, however, differ from those exercised 
by , boards of a similar name in the states of the East 
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and of the Middle West. As lias been stated above, 
those Eastern boards usually make a nominal valiia" 
tion for the purpose of apportioning the state taxes, 
and the state tax rate” resulting may differ in 
every town, because each town in assuming its al- 
lotted quota of state taxes again apportions it on 
the basis of its own valuations. That is, in the New 
England type the valuations placed against individ- 
ual properties are not changed b}" state board action. 
In the Western type, if the state board of equalisa- 
tion decides that it is necessary to raise tlie valuation 
in a given county, say, 10 per cent, that 10 per cent 
is added to each individual assessment on the rolls, 
and the state rate is the same for every county and 
every taxpayer. The county ‘‘rate” might, conse- 
quently, be reduced by such action. Property of a 
general character like railroads is assessed by a cen- 
tral or state board, usually by the state board of 
•equalisation. 

In thus marking out and attempting to describe 
briefly the three main types of the general property 
tax on its administrative side in the , 

The dam]ers 

United States the writer is fully aware of this classic 
tliat he is treading on new ground. 
lie is also keenly conscious that his broad general- 
isations are dangerous. It may well be that he should 
have made a fourth group of states like Michigan, 
Minnesota, Wisconsin, and Ohio, which present 
many peculiarities. It may be possible tliat the 
differences noted are not tlie most distinctive that 
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miglit have been selected. His purpose was, bt jwever, 
to point out that there is not “a’' general property 
tax in the United States, but fifty -one differeiii prop- 
erty taxes, wliicli fall into three or four general 
groups. Since it is the administrative side of this 
tax which breaks down and, as we have seen, since 
there are many different types of tliis tax. it follows 
that there is no universal remedy for the existing 
evils. 

Sec. 3. Passing now from the administrative fea- 
tures, let us turn to tlie content, the ])ro[)ertv subject 
The properu, tlietax. Tlic statutes (piite generally 
subject to this define the locus of the taxable ])roperty, 
the time at whicli its value and amuniit 
shall be taken, and the kinds and ebaracitu* of tlie 
property to be included. Tliere has beeii no par- 
ticular difficulty so far as real estate is conciuaied with 
the place concept, it is real estate within the town, 
or the county, or the state tliat is taxable ii‘res])ee- 
tive of tlie residence of the owner, Put when it comes 
to personal property, especially to intangible pm’sonal 
property, there has been and still is much troulfic, 
and no clear principle of interstate comity has yet 
emerged. The original theory was, as we have seen, 
that this tax was a personal tax, and that tiieory very 
naturally adopted the legal theory that personal prop- 
erty takes the situs of its owner. But, in general. 
The situs of the practice now is to tax personal prop- 
property, ^Pere found, if found at all, and the 

residence of the owner has little siainilcanee. A 
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notable example of the uncertainty of ideas on this 
subject was afforded when, a few years ago, the state 
of Vermont expressly exempted all personal property 
outside the state belonging to residents. Although 
it was generally assumed that this was done from 
the alleged unworthy motive of tempting rich New 
Yorkers to take up a nominal residence in Vermont 
and tlnis evade taxation in New York, wdiose laws 
make the situs of personalty follow the owner, yet 
tins action merely legalised what has become a very 
general practice. 

The difficulty of determining the situs of personal 
property is the reason why the attempt to tax stocks 
and bonds to the owner has been practically aban- 
doned, and in its place it has become customary to tax 
the property represented by such securities to the 
corporations, and to ignore the stockholder. 

Many anomalies have arisen from this conflict of 
the theory that the jiroperty tax is a personal tax 
with the fact and practice that it has become a real tax. 
A very pretty illustration of this is afforded in 
the case of national banks. It will be recalled that the 
national banks were established at the time of the 
Civil War to aid in the sale of the federal bonds, and 
that to induce the national banks to hold these bonds, 
those banks were allowed to issue notes Themtu.^of 
secured, by the bonds. These national 

.... -property as 

bank-notes came into competition with niustratviUnj 
notes issued by banks chartered by the ^toch. 
states. To drive the state bank-notes out of the 
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way and to thus make room for the national l)ank- 
notes, Congress imposed a tax of 10 per cent on all 
bank-notes except those of national baiiks. It liiid 
long before been decided by the courts tha4 the 
states could not tax a federal bank except by express 
grant of Congress. It was feared that the states, if 
allowed to tax national banks at all, miglit retaliate 
by prohibitive or discriminating taxes. Hence Coii- 
gress did not, in the first act, convey to the states 
the power to tax these banks. Later, however, it re- 
lented and prescribed a method, and one method only, 
by which the states should tax national banks. In 
this federal statute permitting the taxation of na- 
tional banks we find embodied the prevailing theory 
and practice of the property tax of tliat period. 
The statute says, in siibatance, that the shares of 
stock in national hanks must be assessed totlie stock- 
holder, not to the bank, although tlie bank may be 
the agent of the stockholder in paying the tax, also 
that the shares must not be taxed at a Ingher rate 
than is imposed on any other like moneyed capital. 
Then to prevent double taxation which might have 
arisen where the stockholder resided in a different 
state or town from that in which the bank was located, 
Congress defined the situs of the stock as in the place 
- where the bank was located. 

,, It is hard to trace the origin of a practice which 
; ;; , ; may have sprung spontaneously in many different 
‘ : places from similar conditions which had to be met. 

h ; But one cannot but be impressed by a reading of the 
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statutes, and by the frequency with which the phrase- 
ology of the federal law is repeated therein, with the 
idea that this law has had a great deal to do with 
destroying the theory of personal situs. On the 
other hand, it has certainly not clieckcal in tlie least 
(except so far as the banks alone are concerned} the 
very general tendency to regard a corporation as an 
arfificial person a,nd to levy the taxes on its property 
without reference to the stockholders. 

The time elenient, the date to which the assess- 
ment refers, is usually defined so as to work the 
practical exemption of the current prod- The date to 
nets of land. Thus for the most part 
the assessment is made as of some day in rcjcr.'i. 
tlie winter or spring, before the crops of tlie year 
have b^eii planted and long after the crops of tlie 
year previous have been sold and taken to market, 
at a time, that is, when barns and warehouses are 
empty. This strikingly illustrates the prevailing 
American conception tliat the 2>i*operty tax is a tax 
on capital, not on income or revenue. With a sort 
of grim humour ‘‘‘‘ All Fools’ Day ” is often chosen as 
tax day. Even in those states, mostly among those 
having the Southern type of this tax, which, make 
the day to wliich the assessment refers fall in the 
autumn, tlie crops and produce of the year arc usually 
expressly exempted by law. 

The property included in the base of this tax is 
most commonly defined as “ all property, real and 
personal, in the state not specifically exempt.” The 
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exemptions will be discussed below. Tlie terms '‘'real 
ThcAcrms aiul pcrsoual property" are most com- 
monly taken in their ordinary eornmon law 

arid'' personal ■, . * 

estatcT iiieaiiiiig. But this IS by no means the 

universal rule. In many cases certain items are arln- 
trarily defined "for purposes of taxati<m " as real nr 
as personal property. Ordinarily, land ainl the le- 
gally immovable physical iinproveinenls tliereoii are 
real estate. Certain rights, however, attaching to 
land, mortgages secured on land, and franchises over 
lands are arbitrarily called 3*eal estate or personal 
property for purposes of taxation, irrespective of 
their common law character. As tliese arbitrary defi- 
nitions are not uniform from state to state, they give 
rise to considerable confusion. Sometiint*s even the 
following of tlie common law princi[)le makes curious 
shifting. One of the most striking illustrations of 
this is the classification of possessory claims to govern- 
ment land and of the improvements upon it as the 
personal property of the settler thereon during the 
five years that he is acquiring his title, and before 
the government patent has been issued. Tlie census 
of 1890 published tables and charts which made it 
appear that the then " new” State of Montana had a 
remarkably high proportion of personal property 
and comparatively little real estate. This was due 
in large part to the above classification. Hie arbi- 
trary nature of these definitions vitiates almost all 
i direct comparisons of the statistics of asses>sments be- 
■ . tween different states. 
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It occasionally happens that for tax administrative 
reasons or to avoid special difficulties arising from 
some peculiarity of the law, very illogi- Arhitraru 
cally arbitrary delinitions are made. dcjinMoru. 
Thus telegraph poles and lines are defined in one 
state as personal property, a device intended merely 
to give the assessor an extra commission ; again, 
ill New York special franchises or the right to use 
the public streets are defined as real estate. The 
reason for this latter definition is that in that state 
each taxpayer is allowed to deduct the ainoniit of 
his debts from the entire amount of his personal prop- 
erty, and under that law, if franchises were defined 
as personal property, the corporations owning them 
would deduct their bonded indebtedness, leaving 
nothing taxable on the franchise. 

Occasionally certain items of income are defined 
as property for purposes of taxation. These in- 
stances are usually of receipts, like those , , 

from ships plying in foreign water, or in- fined as prop- 
suraiice premiums, or brokers’ cominis- 
sions, which are not represented by any taxable capital 
in the state. This is a survival of the old personal 
theory of the property tax. 

The classes of personal property taxable and actii- 
all}?' taxed, at least to a limited extent, are usually 
household and office finmishings, stocks of goods in 
shops and warehouses, farm tools, machinery, and 
live stock. Other forms of personal property gener- 
ally taxable according to law, but rarely taxed, are 
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money and credits. The moot questions in regard 
to the taxation of the latter will be discussed below. 

Sec. 4. Property exempt from taxation comprises 
in the first place all public property, also greenbacks 
„ , and federal bonds exempt by federal law. 

Property ex- ^ j 

empt from The oiily exception here is that in a few 
taxation. gtates public property may be included 
when tlie apportionment of state taxes is made To 
towns or other assessment districts. Next in general 
extent come exemptions granted from religious, pious, 
charitable, or beiievolent reasons, such as churches, 
cemeteries, asylums, and homes for the aged, the in- 
firm, and widows. The breadth and extent of these 
exemptions varies considerably from state to state, 
but even in the most meagre cases includes all church 
buildings and cemeteries. An interesting extension 
of this idea is tlie exemption in many states of the 
secret societies, like the Masons and Odd Fellows, 
on tlie ground of their charities. Another very gen- 
eral class of exemptions comprises those for educa- 
tional purposes, such as schools, colleges, and the like, 
usually only those endowed, also public libraries, and 
literary, scientific, and philosophical societies. A 
smaller group is composed of associations like agri- 
cultural societies, volunteer fire companies, and others 
doing some work assumed to be of a public character. 
Lastly, there are many miscellaneous exemptions 
granted for social or economic reasons or for reasons 
relating to the fiscal administration; among these 
are limited amounts of certain classes of personal 
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property, as a few hundred dollars’ worth of lioiLseliold 
furniture, tools of mechanics and farmers, a limited 
amount of land, machinery, etc., for promoting new 
industries for a limited period of time. But there 
is little uniformity among the various states with 
reference to this group of exemptions. 

In general it may be said of the exemptions granted 
that while they have, of course, been granted only to 
those who had sufficient political influence to secure 
them, they do not in any but a very few exceptional 
cases represent an abuse of political power. The 
motives were in general altruistic or for the public 
weal. It is, furthermore, a thoroughly well-estab- 
lished principle of fiscal law that, whenever, and in 
so far as, any such property yields any private profit, 
it loses its exemption. 

Sec. 5. The assessment roll, or list of taxpayers 
with their taxable property, is usually made up an- 
nually and does not assume the form of a fixed ca- 
dastre in any of the states, although in some states it 
approaches that form slightly. The original concep- 
tion of the tax, as a personal tax, is the 77 ^.^ assess- 
chief reason why the roll usually begins 
with the taxpayer and not with the property, and the 
consequent frequency of assessment prevents the roll 
from attaining a permanent form. In the case of 
real estate, however, tliere is here and there a provi- 
sion which contains the possible germ of a cadastral 
system. In a few states real estate is revalued only 
once in four years, but alterations and new improve- 
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meiits are assessed annually. In some states the 
county surveyor provides maps and block books which 
the assessor uses as the basis of his work. But even 
in those states there is little permanence imparted to 
the roll by this practice. Two reasons for the ab- 
sence of a cadastral system, especially in the more 
recently settled states and in those parts of the coun- 
try whicli are growing rapidly in population, is the 
constant and frequent change in ownership of land 
and the rapid fluctuation in land values. 

The criterion of value for purposes of taxation is 
always the selling value, and rarely the rental value. ^ 
The criterion The reader should remember that there is 
of values. practically no tenant class in the United 
States, that agricultural land is for the most part cul- 
tivated by its owners, or by tenants who expect to 
become landowners. The annual value of the use of 
land is a conception rarely used in business. It is the 
capital value or selling value that is almost always re- 
ferred to and used. Lands change hands with consid- 
erable frequency, and with great ease and freedom. 
How much land is worth per acre in the country and 
per square, or per front, foot in the cities at purchase is 
usually a better-known fact than rental values. While 
admittedly the value of land depends on the prod- 
uct, yet rental values, when determined, are usually 
computed on the basis of a percentage of the capital 

1 Delaware and New Jersey and parts of Maryland and Pennsyl- 
vania offer the necessary exceptions to prove the rule. In these old 
states rentals are considered. 
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values rather tlian of the pi’oduct. Assessors in inak' 
ing up their rolls depend upon prices paid when trans- 
fers are made, or upon appraisements, for determining 
the value of land, and rarely, if ever, seek any infor- 
mation as to rentals. This is equally true >r , 7 - 

^ ^ beMing value 

of city real estate and of farm lands. In vs. rental 
the same way boards of equalisation in at- 
tempting to check up the work of assessors investigate 
selling prices, and not rentals. In fact, the leasing of 
land is so rare, and usually occurs under such peculiar 
circumstances, that rentals never afford a satisfactory 
basis of valuation. According to the United States 
Census Bureau, only 35 per cent of the farms of the 
country are cultivated by tenants, but among these 
rented farms ” are many truck farms, dairies, nursery 
gardens, and florists’ gardens in the vicinity of 
cities, which are more often rented than is agricul- 
tural land propier. Aiiotlier reason why rental values 
are not used for taxation purposes is that in many 
states there are large ti'acts of land not under culti- 
vation. Less than 50 per cent of all laud in the 
United States is ‘improved” ; that is, under cultiva- 
tion, and less than three-fourths of that actually in 
farms is improved.” Yet the unimproved, unused 
land has a selling value in the market, and is tax- 
able. In the same category fall the unimproved city 
lots, held for speculation. 

The use of the selling value, or a capital concept, 
instead of the rental value, introduces an element of 
uncertainly into the assessment or valuation of land 
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for purposes of taxation. A great deal is left, to tlie 
discretion of tlie assessors; they have no mathematical 
rule \Yhicli they can follow. In the British property' 
and income tax, Schedule A is the most sure and cer- 
tain group, on account of the prevalence of a univer- 
sal system of leasing, and in the German states tlie 
values in the cadastre can be fixed with a high degree 
of certainty and accuracy on the basis of aiinaal 
rental value or known annual produce. Nothing of 
that sort is possible in the United States. What is 
“ Full cafih usually meant b}^ the terms full cash 
vaiveC value,” or “ true value,” is perhaps best 

defined as in the terms of the California statutes the 
amount at which property would be taken inpayment 
of a just debt from a solvent debtor.” It is not what 
would be paid by the highest bidder, nor what the 
property might bring at a forced sale, but more 
nearly what it would be appraised at in tlie settlement 
of an estate for division among the heirs. This 
conception is at best vague, and leaves much to 
the discretion bf the ofBcers. Hence it is, that 
in order not to err by excessive valuations, the 
assessors, in practice, universally fall below the true 
Undcrvaiua- valiie as defined by law. In states 
tio?i, where a heavy state tax is apportioned 

on the basis of local assessments, there is a further 
motive for undervaluation; namely, the endeavour on 
the part of the assessor to save money for liis constit- 
uents by evading part of the state tax. The pre- 
vailing practice of undervaluation has been recognised 
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by law in some states. Thus in Illinois only one- 
fifth of the true yalue is to be entered in the roll. 
But, nevertheless, undervaluation goes on just the 
same and the 20 per cent is computed on less tluin 
IQO per cent of the true value. 

Far worse than the general undervaluations wliidi 
create inequalities between districts are special or 
intlividiial undervaluations. These are in hietiuamic^ 
rare instances the result of corruption or wnwo'tm. 
conscious favouritism; more often they arise from the 
natural inertia of the officials who do not make the roll 
keep pace with the changes in property and its value. 
Various devices have been resorted to, to obviate or 
lessen these inequalities. The official boards of re- 
view usually become mere umpires to decide disputes 
between assessors and dissatisfied taxpayers. Some- 
what more successful in cities has been the introduc- 
tion of a graduated scale of values in each block, tlie 
inner lots being valued according to their distance 
from the corner. In the West it is quite common to 
find a provision to the effect that unimxn’oved land 
must not be valued at less than improved land of 
the same quality and similarly situated. This is 
doubtless a provision suggested by Henry George’s 
theory. 

A rather important provision, as tending to stiiiiii- 
late the assessor to take greater pains in his work, 
is that which requires tliat land and the improvements 
thereon shall be valued and assessed separately. Tiiis 
seems to have originated in California. It has re- 
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cently been. rediscovered by New York, and adopted 
there with great enthusiasm. 

TJie assessment of personal property presents the 
greatest difficulties. The main diflicnlty is to find 
it. Some kinds of tangible personal prop- 
of person aiuj. erty, sucli as cattle and animals on farms, 
wagons, machinery, tools, etc., are not difficult to find, 
and as easil)" valued. In states where there are large 
herds of cattle, as in Nevada, it is the custom for assess- 
ors to agree upon a uniform value per head. House- 
hold furniture can as easily be found, but difficulty 
at once arises over values. In every state, except 
New York, the taxj)ayer is b}" law required to fill out a 
minute inventory of all his furniture, and other per- 
sonal property. But he frequently ignores the law, 
and the assessor proceeds by a sort of doomage pro- 
cess, which amounts usually to a guess based on the 
general character of the house the taxpayer lives in, 
his household equipment, and his general financial 
standing. In New York, wliere no statement is re- 
quired, the taxpayer is allowed to appear on ‘^grievance 
day” and “swear off his taxes,” if he feels that the 
guess made by the assessors is too high. Tlie enforce- 
ment of the statement and the reliance placed upon 
it varies from state to state, and even from locality 
to locality within each state, to such an extent tliat 
no generalisation can be made with safety. It is 
certainly the intention of tlie law that every taxpayer 
should file a statement of his entire property, and the 
penalties for failure to do so are severe. But it is 
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equally true that this provision is not uniformly en- 
forced, and that the vast majority of the statements 
filed are incorrect and incom|)lete. These statements 
usually have to be sworn to when filed, and the wide- 
spread perjury and consequent contempt of law con- 
stitute a sad and a menacing feature of the political 
life of the country. 

*Seg. 6. One of the moot questions in the United 
States is whether credits and money should be con- 
sidered property for purposes of taxation. 7^;^^ taxation. 
The debate on this question has been of morujaijvs. 
especially lengthy in connection with mortgages, 
because they are usuall}" of record, or will be reported 
by the borrower, so tliat they are more easily discov- 
ered than other credits. If we include the evanes- 
cent forms of discussion, it is safe to say that there 
has been far more literature on the taxation of mort- 
gages than on all other subjects relating to taxation 
in the United States. 

In most states a note secured by a mortgage is 
taxable as property of the mortgagee, and the prop- 
erty which secures the mortgage is taxable to the 
mortgagor without deduction for the mortgage. It 
is obvious that this procedure rests on the old concep- 
tion of the general property tax as a personal tax. The 
thought of the legislator is that the lender is aide to 
pay a tax by virtue of the interest income he receives. 
That in most cases the lender will reimburse himself 
by shifting the tax to the borrower in the form of 
higher interest does not, in the opinion of the legis- 
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lator, present any good reason why an attempt, at 
least, should not be made to reach the lender. The 
most recent departure from this rule is to impose a 
special tax on the mortgage of the nature of a regis- 
tration tax at a rate considerably lower than would 
be tlie result of taxing it as property. The property 
by which the mortgage is secured is then taxed in 
full to the borrower. This is in substance the out- 
come of the long struggle in New York State. This 
method assumes that the holding of the mortgage 
represents taxpaying ability of some sort vested in 
the lender. It is not unlike the conception under- 
lying the Prussian laAv which imposes an additional 
tax on funded income in the form of a property tax, 
even though the income from the property has 
already been taxed as part of the taxpayer’s income. 
Anothei solution of the problem is to ti’eat the mort- 
gage as an interest in the iiroperty and to try to 
divide the burden between the two parties. Tliis in 
any case avoids double taxation. In California tlie 
attempt was made to compel the lender to pay the tax 
by at least making him advance it. It became evi- 
dent, however, that he shifted the tax to the borrower, 
whose last state was worse than his first, because 
he had to pay not only the tax but the cost of 
shifting as well. In Massachusetts a similar eom- 
piomise was made in that the mortgage and the 
surplus of the property over the mortgage were 
assessed separately, one to the lender and one to the 
borrower, but these two parties were allowed to asrree 
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who sliould pay the iiiortgage tax. Generally the 
borrower assuined the whole burden with eorrespond- 
ing reduction in interest. This is obviously a roiind- 
aboiit w^ay of accomplishing a very simple thing, 
hence some few states simply ignore the mortgage 
entirely. Thus the statutes of Washington provide 
“ that mortgages and all credits for the purchase of 
real estate shall not be considered as property for the 
purpose of taxation.” Recently that state has ex- 
tended the same principle to all credits. This latter 
provision simply leg^ilises a prevailing practice, for 
credits other tlian mortgages were rarely found by 
the assessor. 

It is the law in most of the states (Washington by 
recent enactment is one of the exceptions), and it is 
prevailing public sentiment, that money Taxation of 
Oil hand, or on deposit, and credits are money and 
taxable p^ope^t3^ But it is only in rare 
instances that they are taxed. Of the more usual 
attempts to uneover personal property of this class 
through the machinery of oaths, affidavits, and the 
like, Professor Daniels, in his work on Public Fi- 
nance, sa^^s: ‘‘'Tlie effectiveness of such laws is in- 
considerable. If Jove laughs at lovers’ vows, he 
lirohably guffaws at taxpayers’ oaths. Even the 
Psalmist’s hasty allegation of universal mendacity 
needs little qualification in this province of finance. 
Where the taxpayer’s conscience is tender, lie finds 
(as one puts it) tliat virtue is perforce its own re- 
ward. This phase of the system is described in one 
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tax report as ‘a tax upon iguorance and honesty,’ 
and in another report we are told that ‘the payment 
of the tax on personalty is almost as voluntary and 
is considered in pretty much the same light as dona- 
tions to the neighbourhood church or Sunday-school.’” 

There are two consequences of this almost uni- 
versal evasion. The first is that when money, is 
loaned under circumstances which make it at all 
likely that it will be found by the assessor, the rate of 
interest is raised above what it would otherwise be 
by an amount sufficient to cover the tax, together 
with another extra charge foi‘ the cost of shifting 
and attendant risk. The second is tliat any “ igno- 
rant and honest taxpayers” wlio may report this class 
of pioperty are unduly taxed. It seems, then, to be 
futile to try to tax this class of propert)', and the 
underlying reason for the failure to reach it, and for 
the objection which people in general liave to paying 
it, isprobabljj to bn found in the fundamental fact tJiM 
it should not be. taxed at all. Althougli credits may 
be included within the term “property,” from the 
point of view of law, they are not property in any true 
economic sense. Like money, credits are represent- 
ative Avealth. 

The following citation from the report of the Cali- 
fornia Commission on the reform of the revenue 
Credits should System of that state explains this point ! 
not bo taxed. « j£ property tax 

should be a real tax, based upon tilings or property 
without respect to who may own them, then it is 
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illogical to regard a credit as property. A credit is 
merely a right on the part of the creditor to receive 
and to enforce payment of the obligation due from 
some other person. The notes, bonds, or other docu- 
ments embodying the credits merely stand as evidence 
of the existing contract. The very existence of the 
documentary proof and the phraseology in which 
nmny of these documents are couclied demonstrate 
very clearly that the creditor himselE is not in pos- 
session of the moiiey, or lands, or the goods which 
secure the loan, and the transfer of which to the 
debtor brought the credit into existence. The cred- 
itor has only the right to receive these things, or 
similar things, back at some future time. If the 
United States government borrows 8100,000,000 
upon bonds, — which are merely its promise to pay, — 
there is a transfer of 8100,000,000 in gold from the 
buyers of the bonds, or the creditors, to the United 
States treasury. The creditors who hold the bonds 
feel themselves no poorer than before, but no one 
would seriously contend that by this simple transac- 
tion the property or wealth of the country has been 
increased a particle. There is only 1100,000,000 of 
real wealth involved, which has passed into the pos- 
session of Uncle Sam from that of his creditors, and 
which will be returned when the bonds are paid. 
Nor would any one seriously contend that the pay- 
ment by the United States of some of its indebted- 
ness and the cancellation of the bonds destroyed any 
wealth. Standing against every credit there is an 
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equal amount of indebtedness, and tlie maturing of 
this indehtediiess destroys no material wealth, nor 
does its creation add anything to the material wealth 
of the world or to the substantial property which has 
to bear the burden of taxation. To consider that 
credits are property as well as the goods and other 
property by which they are secured is like adding 
together two sides of an account — the assets and the 
liabilities. To treat credits as property, and also the 
lands, goods, and other forms of wealth, in the hands 
of the community, would result in an obvious dupli- 
cation of values, and if taxes were levied upon that 
basis would result in double taxation, unless the 
debtor were allowed to deduct the amount of his 
debts in the same way that we permit him to do in 
the case of mortgages. But the existing laws do not 
usually permit that, save and except that the debtor 
may deduct his debts from the amount of his credits. 
Illustrations of the way in which the taxation of 
credits works objectionable double taxation miglit be 
multiplied and the argument extended indefinitely, 
but the above illustrations ought to he sufficient to 
make clear the fnndamental principles involved.” 

Sec. 7 . As has been stated above, corporations, 
when subject to the general property tax, are gener- 
Taxationof regarded as legal persons and are 

corporation taxed ill the same manner as any other 
franchuscB, persons. A special difficulty is involved 
in the taxation of the so-called intangilde jiersonal 
property of the corporations. This class of property, 
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sometimes called “ tlie. francliise,” sometimes ‘‘the 
corporate excess,” and often simply “ the intangible 
property,” is the capitalised value of that part of tlie 
net earnings that is in excess of a reasonable return 
on the amount invested in the real estate, machinery, 
and other tangible property of the corporations- Its 
value for purposes of taxation is usually obtained by 
ascertaining, first, the value of the real estate and other 
tangible property; second, the aggregate market 
value of the stock, bonds, and other funds represent- 
ing the property; and third, by deducting the first 
from the second. The remainder is assumed to be 
the value of the intangible iDroperty. When the 
market value of the securities cannot be ascertained, 
the net earnings are capitalised in order to ascertain 
the aggregate value of the property. This wliole 
process presents great difficulties and leaves much to 
the discretion of the assessing officials. 

The legal theory is that this excess value is the 
value of a class of property called the franchises, con- 
ferred upon corporations by governmental authority. 
The courts have defined franchises as: “special privi- 
leges conferred by government on individuals and 
which do not belong to the citizens of tlie country 
generally by common right.” ^ As these franchises 
are legally property, they are included in the taxable 
property. It is generally recognised that there are 
three, or possibly four, different kinds of franchises 

i Sucli franchises are not to he confused with the right to exer- 
cise the electoral power. 
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that enter into and contribute to the corporate excess. 
But the attempt to assess or value them separately is 
rarely made, and in the nature of things is not suc- 
cessful. Their value merges in one mass with other 
elements analogous to ^'good-will,'’ and the only 
practical method of valuation is to treat them as a unit. 

The first of the franchises recognised by the 
courts is the right to be ” a corporation, a privilege 
The right “ to accorded to any three or more persons 
who associate together in the manner pre- 
scribed by law for the formation of private corpora- 
tions. This franchise conveys the right to use the 
corporate name, to have a corporate seal, to sue and 
be sued, and in general to enjoy the privileges ordina- 
rily permitted to corporations. While this franchise 
is theoretically included witli the others in tlie corpo- 
rate excess, it is also subject to a fee at the time it is 
granted and may also, together with the second, be 
subject to an annual fee-like tax, in addition to the 
taxes imposed upon it as part of the property. These 
charges may be uniform or they may be graduated. 
The second sort of taxable franchise is called the 
The right to franchise ‘‘to do and to act.” This is 
inevitably conferred at the same time as 
the first mentioned and is but slightly different in 
Special and character. Third, the revenue laws, as 
general f ran- interpreted by the courts, seem to recog- 
nise two other kinds of franchises, which 
we may call, for convenience, special and general, but 
they are so closely analogous as to be exceedingly 
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(lifliciilt to distinguish one from another. These are 
both subject to taxation as property, and are included 
ill the assessment of the property of the corporations. 
One of these franchises requires a special grant; tlia 
other is acquired automatically under the enjoyment 
of the powers conferred by the general law for incor- 
poration, and is, as will be explained below, very 
closely akin to “good- will,” These two classes of 
franchises are here grouped together and treated as 
one class, simply because they ai'e to be Yalued for 
purposes of taxation in practically the same manner. 

The first of all to be recognised as taxable fran- 
chises were the special franchises enjoyed by pnblic- 
service corporations, such as water companies, gas 
companies, street railway companies, and the like, 
which use tlie public streets, under some special per- 
mission. These are “special ” in the sense that they 
have to be specifically described in each case and 
cannot be conveyed by general statute, and they 
virtually convey the right to use some public prop- 
erty. They are often very valuable, and that they 
were so was early recognised. 

From the practice of assessing these special fran- 
chises there grew up the practice, whicli luis fre- 
quently been sanctioned by the courts, of assuming 
that every class of corporations enjoys a sort of 
general franchise that is distinct from the mere right 
to be a corporation, or to act as a corporation. 
Tims banks have been taxed for their “ fiuiichiseB ” 
and their value ascertained in the manner described 
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above. While these two classes of franchises, which 
for convenience we have called the special and the 
general, are apparently, in the opinion of the courts, 
almost precisely alike and are treated in the same 
manner for the purposes of taxation, they are, from 
the economic point of view, fundamentally different. 

Tlie franchise of a bank, in this sense, is closely 
analogous to that kind of property known as “good- 
Ccrtain fran- will. ” This is a class of property which 

taIuo‘‘iod as property, 

yniiT but which as a rule is never taxed except 

in those cases in which it is enjoyed by corporations, 
and then it is taxed as a franchise. It is a question, 
open for serious consideration, whether the taxation 
of sucli a franchise, tantamount to the taxation of 
the good" will, against corporations, wdiile similar 
items of property, if this be property, are not assessed 
against individuals and firms, does not constitute an 
unjust discrimination against corporations. 

Sec. 8. The general property tax has been sub- 
jected to severe criticisms and has frequently been 
condemned. We may now examine the grounds on 
which this condemnation rests. Among many there 
are two of great importance. (1) It is urged that 
the tax is unjust because property forms no criterion 
Objections to tax-paying ability. It is maintained 
this tax. that income is a far better basis. (2) It 
is urged that the general property tax is inexpedient 
because so difficult to administer justly, especially in 
the matter of the discovery and assessment of per- 
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Bonal property and because of its effect on tlie move- 
ment of capital and forms of investment. Against 
these serious objections it is urged that when there 
is a tolerably just system of income taxation already 
ill existence, a property tax in addition thereto fulfils 
the requirements of justice because it imposes a 
heavier burden on ‘‘ funded ” income, which is re- 
garded as indicative of more faculty, since it is less 
precarious. It also supplements the income tax by 
making property in enjoyment, the use of which is 
an indication of tax faculty, a part of the base, as, for 
example, picture galleries. And, lastly, the com- 
parative steadiness of the return from the property 
tax is a great recommendation from the fiscal stand- 
point. It would seem, then, that the objections to 
the general property tax as the main part of a sys- 
tem may still stand, but that there may this tax 
be room for such a tax as a subordinate i'-' 
part of a larger system, the demands of justice being 
met by the proper relation between the different 
parts of the system. In Switzerland and Prussia the 
general property tax is part of a more elaborate sys- 
tem. Ill the United States it stands almost alone 
for commonwealth purposes, supplemented in some 
states by other taxes intended to reach certain forms 
of revenue-yielding property. The universal con- 
demnation of the American commonwealth general 
property tax is therefore not due to the defects in 
the tax itself, but mainly to the fact that it is not 
properly supplemented by other taxes. 
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The first question that arises when the general 
property tax stands alone, and a question which, 
although not so prominent, also arises in other cases, 
Can the as- ig- ; Call the method of assessment be 
made sufficiently effective to reach iini- 
made? fomily and equitably ail forms of pro})- 

erty, especially personal property? The answer to 
this question that has been given bj^ the experience 
of the United States is emphatically in the negative. 
This is especially true when the administration of 
the assessment is left to officials popularly elected 
for a short term, in small districts, and by tlie tax- 
payers whose property they are to assess. It is also 
in the negative, but somewhat less unaiiinioiisly so, 
wlien the assessment is under the control of an 
impartial bureaucracy appointed by some higher 
authority and not beholden to a local constituency. 
In the one case the assessor is apt to be too friendly 
to the assessed, in the other too ignorant of local 
conditions. 

Much light is thrown upon the question of assess- 
ment by the experience of the United States. In 
1890, and again in 1900 and in 1904-, the United 
States census office undertook to ascertain the true 
value of pro}3erty, ie, its fair selling value. This 

Aascs^mentin ^ ^ 0^ Comparison for the 

the United assessed values. The investigations of 
States fails, the ceiisus Were conducted wdtli the ut- 
most care, and although the}^ inevitably contain 
many unavoidable sources of error, they are yet very 
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serviceable. The following tables show the results 
of the investigations into the true value of prop- 


erty ; 


1890 


Real estate, with improvements thereon . 

Live stock on farms, farm implemcTits, and ma- 

chiiieiy 

GoM and silver coin and bullion 
Mines and quarries, including product on hand 
Machinery of mills, and product on hand 
Railroads and equipments, including street rail- 
roads 

Telegraphs, telephones, shipping, canals, and 
eqiiipmient . . . . . . 

Miscellaneous 

Total . . . . . . . 


:39,54:i5M,333 

2,703,015,040 
Ijlob, / / 4,948 
1,291,291,579 
3,058,593,441 

8,685,407,323 

701,755,712 

7,893,708,82 1 

65,037,001,197 


The total assessed valuation in 1890 was 125,473,173,418, or 
about 40 per cent (41 per cent if we allow for 13,833,335,225 
exempt by law). Of real estate, — land and its i!![iX)rove- 
ments, — the true value was $39,544,544,333, of wliich all but 
$3,833,335,225 was legally subject to taxation; the assessed 
value of the $35,711,209,108 taxed was $18,956,556,075, a little 
over 50 -per cent of its true value. The $25,492,540,864 of 
personal property was assessed at $6,516,616,743, about 25 x)er 
cent. But if we make allowance for the $1,291,201,579 w^ortli 
of mines and quarries which might be well classed as real 
estate, x)ersonal x)roperty was assessed at about 22-/^ per cent 
of its true value. As the statement of the total amount of 
personal xu'operty erred admittedly on the side of moderation, 
there being some forms which w^ere not ascertain aide, this 
showing was more favourable to the assessment than the truth 
would have been. It is well within the truth to say that in the 
United States as a whole not more than 20 per cent of personal 
prox3erty was taxed in 1890. Probably considerably less than 
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tliis is the true figure. In many important coinui, on wealths the 
assessment of personal property, even according to the fa-vour- 
ahle showing of the census, was far helow the average for the 
whole coutitry. In the country as a wliole, personal property 
is about 71 per cent of real estate, or 11 per cent of all taxed 
|)roperty. In New York it was assessiai at a trhie over 11 per 
cent of the real estate and about 10 per cent of all property. 
According to the census valuation, there was in New York in 
1890 $5,817,704,067 worth of real estate and $2,758,997,324 
worth of personal property. Real estate was assessed at 
$3,403,751,240, or about 58 per cent of its real value, while 
personal property was assessed at $382, 159, 007, or not quite 
14 per cent of its real value. When it is remembered that the 
census report omitted some un ascertain able items of personal 
property, it is fair to say that 90 per cent of the personal prop- 
erty in New York was nntaxed, where at the same time only 
42 per cent of real estate was untaxed. This means that the 
assessment of personal property was being evaded and that real 
estate was assessed below its actual value. The latter fault is 
not so bad as the former, because general under-assessment 
means merely a higher rate than would otherwise prevail, but 
does not, if uniform, affect the distribution of the burden. 
Pennsylvania, Massachusetts, and Ohio showed a somewhat 
better assessment of personal property. Tims in Pennsylvania 
the assessed value of personal property was 018 millions against 
2042 millions of real estate; Mnssaclmsetts, 554 millions 
against 1000 millions; Ohio, 546 mitlious against 1232 millions. 
But no one supposes that there was any more personal property 
owned in these commonwealths than in New York. In fact, 
the contrary was the case. In some of tlie newer lA^estern 
states the assessment of personal pi'operty was larger than the 
assessment of real estate. Thus in IMontana personal property 
was valued at 58 millions, real estate 55 iniilions; in Wyoming 
the ratio was 20:13; New Mexico, 28:15; Arizona, 18:10; 
Nevada, 17 : 9 ; Idaho, 16 : 10. But this is easily explained. 


40,000,000,000 



CHAP. VIII 


N.Y. 

PENN., 

MASS. 

OHIO 

CAL. 

MICH. 

MO. 

ILL. 

NJ. 

IND. 

TEXAS 

MINN. 

WIS. 

MD. 

KY. 
IOWA 

TENN. 

VA. 

CONN. 
R. 1. 
KAN, 
ME. 
QA. 
WASH. 

LA. 

COLO. 

ALA. 
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(1) In these states, land values had not yet developed. 

(2) The real property assessed was only such lands, ^vith their 
improvements, as had fully passed into the hands of private 
owners. (3) Personal property was swelled by including in 
it the improvements upon public lands, the fe(Ej to which was 
still vested in the United States, and upon railroad lands the 
title to which was still vested in the railroad companies. 
(4) The list of personal property was swelled by the nature of 
some of the industries that prevail, — cattle. A certain amount 
of it was due to the assessment of railroad property as personal 
property. (5) The possibility of concealing property is less 
in a country where population is sparse and the conditions for 
investment well known to the assessors. (6) The need of 
revenues was very great, and real estate had not enough value 
to hear the burden. Personal j^roperty had, therefore, to be 
called ill to raise the necessary amount without inordinately 
high rates. The chart on the preceding page taken from the 
Eleventh Census shows the relative assessment of personal and 
real property in all the states in 1890. 

Ill matters of larger import the conditions revealed 
by the investigations of 1900 and of 1904 are not 
materially different from those in 1890. Hence the 
foregoing comments ai^e practically true to-day. 
The new figures, for reasons that were unavoidable, 
are not strictly comparable with the old, but they 
are somewliat better in themselves and may be re- 
garded as more reliable. 
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PROPERTY TAXES 
Estimates op Wealth for 1904 and 1900 


Form of Wealth 


^ Total 

Real property and improvements 

, taxed . 

Real property and improvements 

exempt . 

Liv»e stock 

Farm implements and machinery . 
MaTinfacturing machinery, tools, 

and implements 

Gold and silver coin and bullion . 
Railroads and their equipment . . 
Street railways, etc. : 

Street railways 

Telegraph systems 

Telephone systems 

Pullman and private cars . . 
Shipping and canals .... 
Privately owned waterworks , 
Privately owned central elec- 
tric light and powmi* stations 
All other : 

Agricultural products . ... 
Manufactured products ... 
Imported merchandise . . . 
Mining products ...... 

Clothing and personal adorn- 
ments . . . . . ... . 
Furniture, carriages, and kin- 
dred property ... ... 

Taxable 

Exempt . . . ' . . . . .. 

Assessed valuation of taxable prop- 
' erty . . .. 

Percentage of assessed valuation to 
the true value of property 
■''' taxable 


1904 

1900 . 

$107,104,192,410 

■888,517,306,775 

55,510,228,057 

46,824,839,234 

6,881,244,570 

4,078,791,736 

844,989,863 

6,212,788,980 

3,806,473,278 

749,775,™ 

3,297,754,180 

1,998,603,303 

11,244,752,000 

2,541 ,010), 689 
1,0)77,879,825 
9,035,782,000 

2,219,966,000 

227,400,CH)0 

585,840,000 

123.000. 000 
846,489,804 

275.000. 000 

1 ,576,197, 1(10 
2n,6r)0,iX)0 
400,824,000 
98,836,(500 
587,819478 
21)7,752,468 

562,851,105 

402,018,653 

1,899,379,652 

7,409,291,668 

495,543,685 

408,066,787 

1,455,069,323 

6,087.151,108 

424,970,592 

320,851,517 

2,500,000,000 

2,000, 000 ,00() 

5,750,000,000 

100,272,947,840 

6,831,244,570 

: 4,880,000,000 

82,:i01 ,517,845 
0,212,788,980 

38,963,381,120 

31,280,332,443 

36.4 

35.3 


In 1900 personal property, including railroads, street rail- 
roads, telegraph and telephone systems, and privately owned 
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wuterwork.s, and electric ligiit and power stations, which 
better assessed than most, other i^lasses of property included, 
was assessed at. 22 per cent, and in 19Ud at 19..‘5 per cent of its 
true value, as against 44.4 and 48 per cent for real estate in the 
respective years. 

The failure to assess personal property in tlie 
United States is due largely to the laxity of admin- 
Thcfaiiurcio isf^^dion ; the tax laws on the subject 
reach personal are usually stiict enougli to answer every 
dwZjauUs ^requirement. What constitutes personal 
in the Jaws. propert}' is explicitly staled; the assess- 
ors have ample power to ascertain its exact amount. 
In all but one of the commonwealths the taxpayer 
is, or may be, required to make a declaration of his 
property. In all the states the assessors have the 
advantage of large powers of investigalioii, and can 
ascertain the amount of the i)roperty if they will 
assert their power. But tliis is what locally elected 
assessors are very reluctant to do. ]\luch improve- 
ment has resulted in a few states from tlie introduc- 
tion of strong central controlling boards. P>ut this has 
not been iu force long enough to enalhe us to deter- 
mine how" permanent this iiiiprovement is likely to be. 

The advisability of extending the assessment to 
legal Iversons so as to cover a certain amount of 
The assess- property that migl it escape in the guise 
mentoj legal personal property depends upon the 

persons vnder x. x. i. ±. 

the general \ strictiicss ill the assessment. The stocks 
property tax. boiids of railroad companies are 

easily concealable personal property of tlie individual 
stockholder. But the road and buildings are easily 
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ascertainable real property of the companies. For 
ease of assessment, therefore, it is best to tax legal 
persons as well as real persons. But in that case 
stocks and bonds in the hands of private persons 
should be exempt, unless it is intended to tax such 
propertymoreheavily than other property; i.e. to in- 
troduce a partial progression. Whether in addition 
to* including legal persons in the general propertj' 
tax a special corporation tax should be imposed is a 
question of policy affecting the whole tax system. 

When the general property tax stands alone, all 
tax faculty that exists in the form of receipts of the 
economic character of wages — salaries, Thdamium 
fees for professional services in indepen- 

the form of 

dent professions, profits and earnings of not m- 
management — are untaxed. In tlie 
earlier forms of the property tax in the United 
States this omission was seen, and a special tax 
levied upon such income. But at present that 
method of taxation has abnost entirely disappeared. 

Seg. 9. The property tax as the sole or chief form 
of direct taxation has few supporters among scien- 
tific writers. So universal and unani- Scientific 
raous has been the condemnation heaped 
upon this tax that we must consider in pro-pertij tax, 
detail some of the objections that have been raised. 

Professor Seligman sums up his interesting discus- 
sion of this tax in words to the following general 
■ import : ■ : 

The general property tax is a failure as the main 
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sonree of revenue from the triple standpoint of his- 
tory, theory, and practice. 

1. HistGrically, it was once well-nigh universal. 
In a community inainlj^" agricultural it was not alto- 
gether unsuited to the conditions. But as soon as 
industry and commerce became important, it failed 
to extend so as to comply with the requirements of 
justice. It became, in fact, even where not so cdii- 
sidered, a tax on real property. Everywdiere but in 
America it has been (a) divided into a number of 
subordinate property taxes, (5) allowed to become a 
subordinate member of another system, or {e) en- 
tirely abandoned. Sooner or later it will have to be 
abandoned in America. 

2. Tlieoretically the general property tax is defi- 
cient in two respects. First, it assumes that there is 
an ascertainable general property. But since prop- 
erty is a composite of inseparable but widely dilfer- 
eiitiated elements, this assumption is contrary to the 
fact. ^‘Tlie general mass of property has disap- 
peared, and with it vanishes the foundation of tlie 
general property tax.” Secondly, ^‘property is no 
longer a criterion of faculty or of tax -paying ability . ” 
Two equal masses of property may be unequally pro- 
ductive, because used by men of differing talents, 
and thus differently joined with the personal element, 
or because the possession of them may give rise to 
fortuitous gains, or because the owner of one mass of 
property may be labouring under peculiar economic 
disadvantages. 
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It is the income which property yields that is tlie 
best index of the tax-paying power wliich the prop- 
erty .represents, 

3, the gerieral projyertf tax 

administered to-day is beyond all peradventtire the 
worst tax known in the civilised ivorld,''' As at pies- 
eiit administered, it fails entirely to reach intangible 
property. It debases public morals by putting a 
premium on dishonesty. It is regressive and presses 
hardest upon those relatively least able to pay.^ 

This is strong language, — even stronger has been 
used. 

Part 2. Special Property Taxes 

Sec, 10. The land tax is one of the oldest eoiitri- 
butions. It has three forms: (1) it may be based 
upon each unit of area, sometimes with porms of the 
an attempt to classify the different units land tax. 
as to fertility; (2) it may be based upon the esti- 
mated value of the land or upon an estimated average 
annual yield or surplus; (3) it may be based upon 
the actual yearly yield, and be as it were a share in 
the product. The tax was common in the latter 
part of the middle ages as a recognition of the mon- 
arch’s right of proprietorship in the soil. A. good 
example of this, among many others, is affoi*ded h}” 
the so-called quit-rents in the American colonies.’^ 
In their first form these payments are not strictly 

1 Se]i.gmaii, Essays, pp. 23-01 

2 See lUpley and Wood. 
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taxes* They are acknowledgments of the people’s 
tenure. But they frequently grow into taxes. In 
France, as we have seen, the taille developed from feu- 
dal dues. The imfH fonder now yields 200,000,000 
francs. In England the old land tax lias been con- 
verted into a redeemable rent cliarge, but the reve- 
nue from land is still taxed in the general income tax 
and yields <£1,500,000 annually. Local taxation in 
most countries falls largely on land. In Prussia the 
land tax was in 1895 transferred entirely to the local 
bodies. 

Economic rent as the surplus of revenues from 
land, after all expenses have been deducted, has 
always been regarded as a legitimate object of taxa- 
tion. It has been strongly argued Unit this tax can- 
not be shifted. But as the land tax is not always 
confined to rent-bearing land, being generally im- 
posed upon all land, even the poorest in cultivation, 
and as modern economic theory does not regard rent 
as an inevitable surplus, this old argument needs 
thorough revision. (See Chap. X.) 

It is in the assessment of this tax that the cadastre 
has been most widely used. The principles upon 
which the best cadastres have been built 

Assessment . . 

are the following; (1) A careful meas- 
urement of the land is made and recorded. In the 
older ones the land is entered in rough historical 
units: the “yoke,” the “hide,” the “seed.” Some- 
times the cadastre is intended to serve other purposes, 
as that of a record of titles. In any case the names 
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of tlie owners or occupiers are entered with each 
piece. (2) A record is made of the yield of each 
unit of area, and from that is estimated either the 
gross revenue or the net revenue, — more frequently 
the latter. As a rule the cadastral revenue is less 
than the actual net revenue. Another method is 
that of recording the market A^alue, 

The cadastre^ when finished, is subject to more or 
less frequent revision. A partial revision which in- 
volves the recording of changes of title, etc., is gen- 
erally made currently. An entire revision is only 
undertaken after periods of considerable length. 
The making of a complete cadastre is a matter of 
considerable expense and takes no little time. In 
many cases more than the mere land is recorded, 
buildings and other improvements being frequently 
entered in the same cadastre. 

It is generally urged in justification of the reten- 
tion of the land tax, even in countries where there 
are other taxes that fall upon the revenue j unification 
from land, that the income accruing from 
land is constantly increasing in every other taxes. 
growing community, and that the expenditure of tlie 
government accrues largely to the benefit of the land- 
holders, and appears in the form of an increased 
value or rental. The same reasons are urged in 
support of a higher rate for the land tax. 

On the basis of a cadastre the land tax is generally 
apportioned ; less frequently It is proportioned. In 
general, the tax lends itself better than most others 
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to the apportionment method. Witli a fixed valua- 
tion as a basis -which varies comparatively little' from 
year to year, it seems perfectly natural and easiest 
to apportion the amount that it is desired to raise, 
among the different pieces or units. 

Sec. 11. The older forms of the land tax often 
included the huilding tax, with which it was closely 
Tiw building Connected in character. At present, this 
part oj the Contribution generally forms an indepen- 
landtax. deiit tax Oil the revenue from the site 
and the building. It is, like the land tax, a tax on 
a fixed source of income. Its incidence will receive 
special attention elsewhere. 

The buildings taxed may be classified according to 
value, or according to the uses to which they are put, 
Ronns of the Of according" to their location, whether 

■ 9 urban or rural. There are two very dif- 
ferent forms of the building tax : one is intended to 
fall on the income derived by the owner from the 
building j the other simply taxes the occupier ac- 
cording to the rent, taken as the index of a certain 
amount of tax faculty on his part. The second is 
very much like a consumption tax. The first re- 
gards the revenue derived as a source from which 
the tax may be paid. But even this first form, 
when paid by an owner who is also an occupier, is 
very much like a consumption tax. 

The building tax, wherever in use, is one of a 
number of other similar taxes; it never stands 
alone. In ease of assessment it has many advan- 
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tages. The valuation is simple and inexpensive. 
Alterations affecting the base can be easilj^and accu- 
rately ascertained. Unlike the land tax, 
the building tax is regularly assessed each 
year. Hence this tax is more often proportioned 
than apportioned. The building tax may be ex- 
tended into a sort of industry tax, as when it is 
assbssed with higher rates upon buildings used for 
industrial or commercial purposes. An example of 
this method of assessing the business tax is that of 
France cited above. 

Seo. 12. The taxes we have already considered 
cover most fixed cajoital. Circulating capital also, 
in all of its many forms, has been sub- Taxation of 
jected to separate taxes. This is as true 
of those countries which have the general property 
tax as of those which attempt to accomplish the 
desired results by the taxation of the varions ele- 
ments of revenue. How to reach tliis kind of reve- 
nue and to make the faculty which it represents 
bear its share of the public burden is one of the 
most difficult practical problems of taxation. The 
chief difficulties arise from the elusive nature of 
circulating capital and the intimate way in which 
it is connected with many of the processes of indus- 
trial life. Justice and equality demand its taxation. 
But various pleas of expediency are against it. 
Capital is hard to reach, and if it is not fairly 
taxed, the result may be injurious to trade. There 
are two forms in which this tax has been applied 
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with some effectiveness. One is that of a tax on 
mortgages, the other that of a tax or taxes on 
corporations and banks. Some results have also 
been attained by the atteinpt to tax stocks and 
Taxatwyi of bonds. Public stocks are especially easy 
puUu bonds, gf assessment. But there is an objec- 
tion to taxing them when the other forms of invest- 
ment escape, because of the bad effect on public 
credit. If it is distinctly declared beforehand that 
the bonds are to be taxed, their selling price is 
lowered. If it is not so declared, at the time of 
issue, and the tax is subsequently assessed, the 
process is regarded by the holders as equivalent 
to a partial repudiation of the debt, and subsequent 
loans are looked upon askance. When, however, 
all forms of revenue-yielding capital are, nominally 
at least, subject to taxation, this objection to taxing 
public securities disappears. If the tax is not to 
have the effect of reducing the capital value of the 
stock, bond, or other security, it must fall upon 
every form of capital. But so great are the diffi- 
culties of making it thus universal that, as a general 
rule, such a tax affects the rate of interest on all new 
investments in the taxed form. This question will 
1 ecei ve further attention under’ the head of Incidence. 

Where there is a complete system of public rec- 
ords for deeds, mortgages, and contracts, necessary 
Taxation of to their Validity, it is comparatively easy 
mortgages. ^ these recorded securities. Thus 
it is that mortgages are generally easily taxable. 
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This, however, results in inequality if * the tax is 
not extended beyond the recorded contracts. When 
the mortgage is upon property already taxed, as, 
for example, by the building tax or a general prop- 
erty tax, the question arises whether botli the bor- 
rower and the lender should be taxed, or only one, 
and if so, which one. An able writer says on this 
point, “Tax the mortgagee on the amount of the 
mortgage, and the mortgagor on the value of the 
property minus the mortgage. That is the only 
rational system.”^ Indeed, it would be, if every 
otlier form of capital were taxed ; but when that is 
not the case, the result is in every respect the same 
as though the owner were taxed alone. Generally 
he pays more. 

Taxation at the source has been warmly recom- 
mended for reaching interest on capital; Le, to have 
the debtor advance the tax and shift it stoppage at 
if he can to the lender or share it with ''Source. 
him. In the case of corporations, this method is ap- 
plied to the dividends. As Ba, stable ^ has well shown 
such a tax is a combined tax on interest and on 
profits, and is therefore partly outside our present 
purpose. The taxation of corporations Taxation of 
is not always the taxation of circulat- corporatwns, 
ing capital merely. Corporations often own other 
taxable property, — land, buildings, etc. But in the 
United States, one of the main objects of the intro- 


1 Political Science Quarterly, V., 36. 

2 P, 422. 
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duetion of taxes on corporations was to reach forms 
of personal property that generally escaped. The 
other object was, of course, to extend the general 
property tax to cover all property. We find that 
the basis of the corporation tax is, in many instances, 
the capital stock at its par value, or at its market 
value ; and in a good many instances, the bonded 
indebtedness is also included. When the nature 
of the business is such tliat the capital stock and 
bonds do not represent all the capital concentrated 
in the hands of the corporation, as, for example, in 
the case of banks and insurance companies, then the 
business transacted, the gross earnings, the divi- 
dends, or the net earnings become the basis. But 
no clear line is drawn between the taxation of in- 
terest and profits, so that corporation taxes often 
approach^ in character apd operation, business taxes.i 
Sec. 18. There remains but one other very im- 
portant property tax, and that is the inheritance tax. 
Origin of the succession tax. Sometimes called 

Manco death duties.2 The feudal “ relief ” and 
“ heriot ” were payments made from the 
estate of a dead vassal, or by his heirs, in recog- 
nition of the lord’s authority. Similar payments 
were made upon the transfer of property. But the 

1 The best discussion of this interesting field of taxation is con- 

»' » 

Mvaies IV., 2; also the excellent ohaptei-s in Baatable. 2d ed 
and Seligman, Ussays^ p. 807 ^ - •? 
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direct connection between these feudal dues and the 
modern inheritance taxes is hard to trace. It is 
probable that the older dues suggested the feasibil- 
ity of the modern inheritance tax. But no closer 
connection than that has been established. The 
modern inheritance tax is a special exercise of the 
taxing power. It is resorted to on account of tlie 
comparative ease with which large returns can be 
obtained at relatively little expense and without 
great friction. It is generally justified in one of 
two ways: (1) It is claimed that the , . 

^ " Justificahon 

deceased person has probaloly not paid of the inherit 
his share of the general taxes during his 
lifetime, and that the publicity necessarily connected 
with the transfer of his property to his heir affords 
an excellent opportunity for the fiscus to get even ” 
with him. If this were the sole justification, it 
•would require that the exact history of e^'ery estate 
should be investigated, and only those subjected to 
the tax that could be shown to have escaped taxa- 
tion. But this would be a laborious and costly 
process. Another justification is, tlierefore, sought. 
(2) It is claimed that in all cases of collateral in- 
heritance, the newly acquired wealth conies to the 
heir as a fortuitous, more or less unexpected gain. 
He had been living without it, and this sudden 
increment of wealth represents, temporarily at least, 
a sudden increase in his ability to pay taxes. This 
justification points to the necessity of exempting 
the inheritance by immediate dependenls of the de- 
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ceased. They were already living upon that prop- 
erty; and the death and breaking up of the family 
and of the estate represent to them not an increased, 
but a decreased, tax faculty. 

An examination of the many forms of inheritance 
taxes reveals two main tendencies. The first is to 
Tendencies of Small estates and to establish a 

modern iniicri- larogressive rate for larger ones. The 

tame taxes. i • x . . i ^ . 

second is to exempt that portion of the 
estate passing to the immediate heirs. The grounds 
for this second exemption have already been exam- 
ined. The grounds for the first are wrapped up in 
the general principles of a proportional or progres- 
sive rate. A very good example of these principles 
is afforded by the new English death duties of 1894, 
and tile older “ Legacy and Succession Duties ” of 
1881, which, however, are not progressive as to 
amount of property. Under the new law, the estate 
of every person dying after the 1st of August, 1894, 
must pay a duty which varies according to the fol- 
lowing schedule as amended in 1907: 


Estates from 
Estates from 
Instates from 
Estates from 
Estates from 
Estates from 
Estates from 
Estates from 
Estates fi'om 
Estates from 
Estates from 


£100 to 
500 to 
1,000 to 

10.000 to 

25.000 to 

50.000 to 

75.000 to 

100.000 to 

150.000 to 

250.000 to 

500.000 to 


£500 pay £1 

1,000 pay 2 

10.000 pay 3 

25.000 pay 

50.000 pay 

75.000 pay 

100.000 pay 

150.000 pay 

250.000 pay 

500.000 pay 

750.000 pay 


0a‘. per hundred. 
0 per hundred. 

3 0 per hundred. 

4 0 per hundred. 

4 10 per hundred. 

5 0 per hundred. 

5 10 per hundred. 

6 0 per hundred. 

7 0 per hundred. 

8 0 per hundred. 

9 0 per hundred. 
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Estates from £750,000 to £1,000,000 pay £10 

Estates from £1,000,000 to £1,500,000 pay £10 
on £1,000,000, and £11 on the remainder. 

Estates from £1,500,000 to £*2,000,000 pay £10 
on £1,000,000 and £12 on the remainder. 

Estates from £2,000,000 to £2,500,000 pay £10 
on £1,000,000 and £13 on the remainder. 

Estates from £2,500,000 to £3,000,000 pay £10 
on £1,000,000 and £14 on the remainder. 

Estates from £3,000,000 and over pay £10 
on £1,000,000 and £15 on the remainder. 


Os. per hundred. 
0 per linn dred 

0 per hundred 

0 per hundred 

0 per hundred 

0 per hundred 


The older legacy and succession duties are also pro- 
gressive, but in a different way, rising as the degree 
of relationship of the recipient of the legacy becomes 
more and more remote from the deceased, from XI 
10s. in a hundred to Xll 10s. in a hundred. Thus 
the total burden that may fall upon the share of any 
one person, that is, of a stranger to the blood receiv- 
ing X 3,000,000 or over, is 24.8 per cent. 

In the United States the inheritance tax is growing 
rapidly in importance. This growth dates from 1885, 
but assumed greater dimensions after Growth of the 
1900. As early as 1826 Pennsylvania '^taTinlthc^ 
adopted an inheritance tax, and a few United states. 
other states followed her example. The federal gov- 
ernment enacted such a tax in 1862 to meet the exi- 
gencies of war. But this tax was discontinued after 
the war, when the need for extra revenues ceased. 
But prior to 1885 the tax was of no importance, either 
from point of view of yield or influence. In the first 
edition of this book it was stated that at that time 
(1896) thirteen states were using the inheritance 
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tax. At the present time (1909) only sixteen of 
the fifty-one states and territories do not impose this 
tax.. 

While the use of this tax has been spreading from 
state to state, those having first adopted it have been 
busy intensifying it. At first it applied only to col- 
lateral heirs ; since then it has been applied also to 
direct heirs. The rates, at first low, have been raised* 
The feature of progression, at first introduced with a 
trembling hand, has been more freely and boldly used. 
These taxes are now levied on all property passing 
by will, or by the intestate laws, or by ti‘ansfer in- 
Property sub- tended to take effect after death. But 
^ect to this tax. • States property passing to institu- 

tions of learning, to churches, or in short into hands 
where it would be exempt from the general property 
tax, is exempt from the inheritance tax. The widow 
and children usually enjoy large exemptions. The 
rates are usually graduated and are progressive in 
one or in two ways. They are almost always pro- 
gressive as the relationship of the beneficiary to the 
deceased becomes remote. They are frequently pro- 
gressive as the bequest (or as the estate) increases in 
amount. Although the states have copied freely from 
one another, there is as yet little uniformity, and it is 
not possible, so frequent are the changes, to distinguish 
a type. The most elaborate laws are those of Wiscon- 
sin and California, and these may possibly prove to be 
the type toward which the states are working. That 
of California will serve as an illustration. The 
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following table shows the principal features of that 
law ; ' • 


Classification 
OE Indication op 
Eelationship 


PliOPERTY 

Exemption 


On Excess 
after De- 
dnctlo<n of 
Exemption 
from $‘25,0001 


Application op Rates to Yalite op 

iNHErjTANCE OK BEiillESTS 


$25,000 

to 

$50,000 


$50,000 

to 

$100,000; 


$100,000 

to 

$500,000 


In Ex- 
cess of 
$500,000 


Husband, wife, lineal 
issue, lineal ances- 
tor, adopted or 
mutuallyacknowl- 
edged child . . . 

Brother, sister, or 
d e s c e n d a n t o f 
either, wife or 
widow of a son, 
husband of a 
daughter . . . 

Uncle, aunt, or de- 
scendant of either 

Grand uncle, grand 
aunt, or descend- 
ant of either . . 

Other degree of 
collateral consan- 
guinity, stranger 
in blood, body pol- 
itic, or corporate 


mo 


$2,000 


500 


mo 


4% 


5% 


mo 

mo 


6% 

8 % 

10 % 


10% 

m% 


mo 

12%. 

15% 


A few examples will show how this law is expected 
to work. Thus, for example, a widow inheriting 
125,000 from her husband would pay 1 per cent on 
115,000, or 1150. If she inherited only f 10,000, she 
would be entirely exempt. If she inherited ^500,000, 
she would pay 3 per cent on $490,000, or $14,700. 
A stranger in the blood inheriting $25,000 would pay 
5 per centon $24,500, or $1225; andinheriting$500,000 
would pay nearly $75,000. ; This tax is paid by the ex- 
ecutor or administrator direct to the county treasurer 
under the jurisdiction of the superior court of the 
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county in which probate proceedings are being taken. 
The county treasurers are allowed rather liberal fees 
for the collection of this tax in addition to their salary, 
or otlier compensation allowed by law. 

The most radical inheritance tax ever enacted by 
any of tlie states is the one in the new State of Okla- 
homa, The rates are progressive in both ways, and 
for strangers to the blood confiscate all but |10@ of 
the entire bequest if it reaches $94,500. 

An examination of the statutes and of the discus- 
sions of this tax shoAVs that the arguments in justifica- 
tion of it which have appealed most strongly to the 
iVmerican lawmakers are two iiriiiimber: (1) 'VThat 
the state has a right to curtail the right of bequest”; 
(2) ‘‘That it is desirable to curb the perpetuation of 
large fortunes.” It was a sort of grim humour Avhich 
led the Louisiana lawmakers to enact that if the heir 
could prove that the property lie received had paid 
its full quota of taxes during the last five years of 
the life of the deceased, tliere would be no inheri- 
tance tax levied on it. But doubtless the “getting 
even after death” argument has had its influence 
elsewhere. The fact that here was a source of 
revenue, easily collected, whicli could be availed of 
to meet the growing expenses of the state govern- 
ments Avithout increasing the apparent tax burden, 
as revealed in the state tax rate on property, has, 

, however, been the most potent of all the forces lead- 
1 1 i ing to the extension of this tax. It affords a revenue 
! j [ which, like that from indirect taxes, flows into the 
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treasury unseen by the legislator's tax-paying con- 
stituents other than the heirs affected. 

The yield of this tax is coming to be large. In 
1894 two states collected $663,000 from this source; 
in 1892 six states collected $3,107,000; The yield of 
in 1902, twenty-eight states obtained 
$7,138,000; and in 1905, thirty states raised over 
$10, 600,000 by this means. The yield is, of course, 
irregular, varying from year to year by large amounts, 
so that it is not a suitable source of revenue for 
meeting regularly recurrent demands. 

Most governments regard the inheritance tax as 
current revenue and do not attempt to treat its yield 
as a permanent endowment fund for any The purposes 
specific purpose. Inasmuch as the tax io iridch the 

. T P , 1 1 , 1 inheritance tax 

IS SO clearly drawn trom the accumulated he 

capital and not from the current income applied. 
of the people, this a];)pears to be an improvident use 
of the proceeds. Wliile it might not be a wise 
policy to attempt to invest the entire proceeds and 
to spend only the interest thereon, yet it would seem 
wise to use this income solely for buildings or improve- 
ments of an enduring chai'acter. As, however, most 
governments do put into permanent improvements 
sums equal to or in excess of the yield of the inherit- 
ance tax, the failure to set it aside specifically for such 
purposes is not, perhaps, of immediate imj)ortanced 

1 It seems strange that the state universities in the lliiiled States 
have not demanded tliat the proceeds of the inheritance tax sin mid 
he turned into their endowment funds. Such a use would be emi- 
nently fitting and would lessen the opposition to the tax. 
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Of recent years there has been much discussion of 
the advisability of a federal inlieritauee tax in the 
The proposal United States. The “ leg’aoy tax ” en- 

as a war ineasm-e was re- 
eraiinhcri- pealed when the need for heavy taxation 

tance tax. ceased after the close of the war. Such 

a tax is now urged as a means of reducing swollen 
fortunes, or as a substitute for the tariff. But be- 
hind the arguments advanced lies the desire to cur- 
tail the powers and importance of the states, and to 
correspondingly enliance the power of the federal 
government. It is a movement supported only by 
extreme federalists. The whede discussion seems to 
present a modern phase of the old “ States’ rights ” 
problem. It is easy to show that the states can at- 
tend, just as effectively as can the federal government, 
to the punishment of men who ac(|uire “tainted for- 
tunes, if sucli a use of the inheritance tax is not a mis- 
use, which it is in the opinion of many economists.^ 
It IS also easy to show that the federal government 
should continue to depend on indirect taxes, or that 
it is unwise to interfere with the states in working 
out a great experiment, but to do so would be beside 
the point. Until the states are forced to abandon all 
control over family relations, and to surrender to the 
federal government the entire field of legislation 
relating to property, and the inheritance thereof, it 
will be illogical and harmful for the federal govern- 

1 See the address by Bullock, before the National Tax Conference 
at Columbus, Ohio, 1007* 
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meiit to tax inheritance. But that will not tie the 
hands of those who wish to force an issue as to the 
relative rights of the states and of the federal gov- 
ernriient in this field. The question is one of deep 
political import. 


CHAPTER IX 


PERSONAL TAXES 

Section 1. The simplest form of personal ‘taxa- 
tion is the collection of an equal contribution from 
The poll tax citizen. Blit such a tax cannot "be 

large, because if it were it would impose 

a burden beyond the ability of the poor. A poll tax 
by itself cannot yield sufficient revenue to support 
the government. The uniform per capita tax is not 
just unless all wealth is equally distributed, and only 
in a very primitive community is such equality 
found. Hence it is that, outside of the United States, 
tlie poll tax now possesses little more than an 
historic interest. In the United States the poll tax 
is used either for local purposes (usually for roads, 
or for schools) or for state purposes, or both for 
local and state purposes, in every state and territory 
except the District of Columbia and Maryland. In 
Illinois it is not used in all parts of the state. It is 
usually levied on all males between the ages of 20 or 
21 years and 45 or 60. In Wyoming women are also 
subject to this tax. It is very laxly and pooidy col- 
lected in almost all oases, being in general successfully 
evaded by many of those who have no other tax to 
pay. In four cases it takes the form of a fee for the 
registration of voters. • In the early taxes of the 
commonwealths of the United States there was fre- 
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quently an assessment of each person at so much per 
poll as a part of the general property tax. In some 
commonwealths the poll tax still exists in this form. 
Originally this contribution was very generally used 
for road purposes. In many commonwealths there 
is still a road tax of so much assessed upon 

those individuals who are found by the authorities in 
the road districts. The road tax is generally payable 
either in labour or in money.^ 

The returns from the poll tax are generally insig- 
nificant. Despite the apparent ease of assessment, the 
poll tax is expensive to collect. It frequently causes 
much opposition and friction. It militates against 
the demands of equality, and has been superseded 
by other forms of personal taxation, which recognise 
differences in faculty. 

Sec. 2. We have already seen how the poll tax in 
one instance developed into the income tax. That 
tax will now be studied more closely, 

While it is true that, since the abolition the income 
of the federal tax, the income tax has 
little more than a theoretical interest for American 
readers,^ yet inasmuch as the hopes of many reformers 

1 No comprehensive study of the American poll tax has evei' 
been made, and no satisfactory account of it can be found in print. 
Its historical interest is so great that it would repay a careful 
investigation. 

2 Sixteen states have at various times used an income tax, and 
a few still use it. But the revenues obtained are insignificant, and 
the tax ivS of little importance in the United States. See Kinsman, 
The Income Tax i7i the GommonweaUhs of the United States, 
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centre in it, and inasmuch as it may any day, again, 
become a live question, it is well to give the theory 
of the tax some consideration here. While the 
general, or special, property taxes rest either on 
the benefit theory or on the faculty theory of tax- 
ation, income taxes are better defended from the 
standpoint of the faculty theory. It is easier to 
make it clear that income measui'es faculty than 
it is to show how income can measure benefit. To 
be sure, it has been claimed with some plausibility 
that income is a sure indication of the benefit en- 
joyed under the government. But that proposi- 
tion requires more argument and explanation than 
does the simple statement that a citizen is able to pay 
more or less because he has a greater or a smaller 
income. 

Besides this advantage of easier justification, the 
income tax has in common with all personal taxes 
another recommendation. It levies directly on the 
taxpayer. The nation’s income from taxation is 
derivative. As such it is abstracted from the an- 
nual increment of wealth of the citizens. Any tax 
which is actually paid out of capital or proq)erty may 
be ruinous. Property taxes, as we have seen, are, 
theoretically, paid from the revenue earned bj^ the 
property or out of other income of the owner, the 
property being at best but the indication of faculty 
or of benefit. But the income tax finds the indica- 
tion of faculty in the source of the tax. There is a 
ceitain directness about tins identification of base 
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and source which theoretically, at least, is a strong 
recommendation for this form of tax. 

From the standpoint of the faculty theory no gen- 
eral property tax, and no system of special property 
taxes which has not, incorporated in it, a tax on wages, 
salaries, proiits, and the like, can be called equal. 
j\Iany persons enjoying comparatively little property 
live in luxury and ease from their personal gains, 
wliile many others possessing comparatively large 
property may be from time to time in serious straits. 
For example, to be '‘land poor” is to be poor indeed. 
Large property does not always imply ability to pay 
taxes, and the absence of pi'operty does not always 
imply absence of ability. 

There has been a feeling in the United States, not 
always clearly expressed, yet strong enough to influ- 
ence legislation, that the earnings of personal exer- 
tion, professional fees, and the like are not good 
subjects for taxation. This is the result of an ex- 
treme laissez-fawe view, which decries every sort of 
interference with indivdnal freedom. Every tax is 
seen or felt to have a repressive tendency, which is 
sometimes supposed to be one of the main objects 
in assessing taxesd It is feared, then, that to tax the 
earnings of men would discourage exertion, would 
discourage industry. That this is a mistaken vie'w 

1 A liquor license in a certain Western town cost §100. A tax 
of §100 was put upon banks. The bankers held up their hands in 
horror : ‘ ‘ Tlie people think the banks are as undesirable as the 
saloons I ” 
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of the nature of taxation, will, in the light of our 
whole discussion, be evident from the mere state- 
ment. A general tax on all income would not dis- 
courage income getting, but miglit even act as a 
stimulus thereto, more income being required to 
meet the tax and the same expenses as before. It 
may be true that this form of income represents less 
faculty than income from property, because more 
precarious than the latter, which furthermore leaves 
the owner free to engage in the getting of other in- 
come. But the entire exemption of personal earnings 
cannot be justified. 

Sec. 3. The form of the income tax will be deter- 
mined by the place given it in the system of taxa- 

Tke place of possible to administer 

in the a single tax of any sort in accord with 
the demands of justice, the income tax 
would be, theoretically, the one to be chosen. But 
the objections to any single tax, already stated, bear 
upon this as well as upon any other. Theoretically, 
it is best to make the income tax the central one of 
the system, the gaps of which are filled in by other 
taxes. If this be the intention, then the income tax 
can be arranged in the form in which it is most easy 
to administer. Thus the very small incomes can be 
exempt from the income tax, being covered by direct 
and indirect consumption taxes. In this way one 
, source of difficulty and friction is avoided. Then 
;no distinction need be made in tlie assessment of 
■income from different sources. For if it be decided 
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to tax income from funded investments at a higher 
rate tluiu other forms of income, this additional tax 
can be laid on in the form of a property tax. How 
far the exemption of smaller incomes should go, or 
to what extent funded incomes should be more 
heavily burdened, depends upon the concrete facts 
in each case. An abatement of the burden in cases 
where there are already more than the usual claims 
oil the income, as of a large family, is also some- 
times given. 

Sec. 4. As an example of such a tax, not, per- 
haps, ideally perfect, but still laid down in accord 
with the general principles enunciiTted Pmssimi in-^ 
above, we wall study somewhat in detail 
the Prussian income tax.^ In order to have in mind 
the main features of the development already out- 
lined above, Chap. V., we quote from Mr. Hill the 
successive stages in the growth of personal taxation 
in Prussia: 

“*1. A •uniform poll tax, 1811. 

2. A class tax, collecting somewhat more from 
the prosperous, and not less from the poor, 1820- 
1821. 

“ 3. To supplement the class tax, an income tax 
with comparatively few classes, a uniform rate, and 
a maximum limit, 1851. 

^ For history see Hill, Quarterly Journal of Ec/momics^ VI., 
207; Wagner, “Die Reform der directen Slaatsbosteiu'rmig in 
PreiLssen im Jahre 1801,” Sohanz' Finanz Arrhir., VIU Jahr- 
gaiig, II. Band. A full statement of the law is there appendeil. 
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“4. Classification made finer, the maximum limit 
removed, and tlie class tax below made praeticallj 
an income tax with a progressive rate, and the 
exemption of incomes up to 420 ]M., 1873. 

“5. Exemption of incomes up to 000 M., reduc- 
tion of the remaining rates of the class tax, and of 
the two lowest rates of 'the income tax, 1881-1883. 

“6. Principle of progression extended to all In- 
comes under 100,000 M., incomes under 10,000 M. 
taxed less than before, and higher incomes more ; 
a declaration of income by the taxpayer required, 
and a finer classification adopted, 1891.” 

lo make the new tax still more clear, we quote 
the rates from the law itself: 
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The rate increases 


From 

■ : M. ^ 

To 

iM. ' : 

■ Ik Stages of 

M. 

. By 

M. 

10,500 

30,500 

1,000 

30 

30,500 

32,000 

1,500 

60 

32,000 

78,000 

2,000 

SO 

78,000 

100,000 

2,000 

100 


In the case of incomes from 100,000 M. to 105,000 
M, the tax is 4000 M. And from that point on the 
proportional rate of 4 per cent is assessed upon the 
lower limits of stages of 5000 M. each. 

Tins rate is progressive from about two-thirds of 
1 per cent at 900 M. to 3 per cent at 10,000 M. 
Then the rate is nearly proportional at 3 per cent 
up to 30,000 M. Then progressive again, until 
at 100,000 M. 4 per cent is reached, after which it 
is proportional again. Each taxpayer having an 
income of over 3000 M. is required to ^‘declare” it. 
He has to fill out a blank calling for a statement 
of income from each of four sources: (1) from 
capital invested, interest and dividends ; (2) from 
landed property and houses, including all crops, 
whether consumed in the house or not, 
but deducting the cost of cultivation; thvdeciara- 
(3) from trade, industry, or mining, de- 
ducting the cost of maintenance; (4) from any 
emplojunent, wages, salaries, fees, and including 
pensions and every source of income not covered by 



assessment of , 
escape in part, 


(1) (2) and (3), Deductions are allowed (1) for 
interest on debts, except tliat on business debts; 

(2) for permanent legal burdens (example, mainte- 
nance of reserves); (8) contributions to sick funds; 
(4) life-insurance premiums. Tins division of the 
income into different parts is for the sake of accu- 
racy of declaration, not for the sake of assessing 
different rates on the different kinds of income. 

Persons with large dependent families or labour- 
ing under any special economic conditions seriously 
Ahatements affecting their faculty are allowed an 
allowed. abatement of not more than three gi-ades, 
provided their incomes are not over 9500 M. Per- 
sons having less than 3000 M. deduct 50 M. for each 
child under fourteen years of age, and if there are 
three such children, a reduction of one grade is 
made. 

Corporations and stock companies pay the income 
tax on all dividends over 3| per cent. This makes 
double taxation of this income, which is I’egarded as 
particularly “ capable.” In other ways the attempt 
is made to tax funded income more heavily. The 
exemption of incomes below 900 M. ($225) and 
the lower rate for smaller incomes is justified on the 
ground that the consumption taxes already impose a 
burden on these persons. 

The assessment of the tax if not perfect. It is 
said to be considerably better, however, than the 
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that the evasion of the tax does not in Prussia as it 
does in America intensify existing differences and 
inequalities. Other parts of the system tend to 
offset the failure in this case. 

Sec. 5. The British income tax, correctly called 
^Hhe property and income tax,” may serve as an- 
other illustration, but it differs very The property 
much from the Prussian. Logically, this 

^ tax til Kruj-- 

tax might have been treated in the land 
previous chapter, but it is as well to discuss it 
here. In the first place, as has already been stated, 
it is rather a system of taxes on revenue than a tax 
on the aggregate income of each person. It is a 
system of modified property taxes, with a wage and 
salary tax appended. In Prussia the intention is 
to make the total income the base irrespective of 
the source, and reference to the sources is called 
for in the declaration merely as a means of getting 
at the total with greater accuracy. In England the 
different sources are kept strictly apart, and there is 
a difference made in the treatment of each kind of 
income, the tax being in some cases “stopped at 
the source.” The total income is with some excep- 
tions called into use only in estimating the exemp- 
tions and abatements. The taxpayer has the right 
by summing up his whole income to show that lie 
has been taxed too much, or is entitled to exemp- 
tion. In that case he is reimbursed. In 1907-1908 
the abatements proper amounted to *£885,070 ; ex- 
emptions on account of small incomes amounted 

T 
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to ^£886,134. The total abatements of all sorts, 
^2,(98,289. So separate are the different parts of 
this tax that Mr. Wilson says of it : ^ “To the bulk 
of the people it is known in its most obnoxious (?) 
form as a tax upon ordinaiy incomes, salaries, profes- 
sional earning, profits of trading, etc.” Bastable 
(p. 449) says : Ine<^ualities ax’e, however’, removed 
by the comprehensiveness of the tax.” 

The various revenues are taxed in five “ schedules,” 
known as Schedules A to E. 

The following outline of these schedules from the 
Acts of 1842 aad,l8o3, with subsequent amendments, 
is taken mainly from Williams’ The King's Revenue’ 
a most admirable compilation, whiclr should be fre- 
quently consulted by every student of Brutish finance. 

“ Schedule A. — For and in respect of the property 
in all lairds, tenements, hereditaments, and heritages 
rn the United Kingdom, aird to be charged for evmy 
twenty shillings ^ of the annual value thereof : 

'■^Schedule B. — For and in respect of the occupa- 
tion of all such lands, tenenrents, hereditameirts, and 
herrtages, as aforesaid, and to be charged for every 
twenty shillings^ of the annual value thereof : 

Schedule U.— For and in respect of all profits 
arising from irrterest, annuities, dividends, and shares 
of annuities payable to any person, body politic or 
corporate, company or society, ^whether corporate or 

^ P. 115, N'atio7ial Budget. 

2 See ijeiow for “deductions” allowed. Under J? only one- 
third the annual value is now charged. The text gives the old law. 
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not corporate, out of auy*public revenue, and to be 
charged for every twenty sliillings of the annual 
amount thereof : 

Schedule ^ and in respect of the ain nml 

profits or gains arising or accruing to any persoji 
residing in the United Kingdom from any kind of 
property whatever, whether situate in the United 
Kingdom or elsewhere, and for and in respect of the 
annual profits or gains arising or accruing to any 
persoil residing in the United Kingdom from any 
profession, trade, employment, or voeation,^ wlietlior 
the same shall be respectively carried on in the 
United Kingdom or elsewhere, and to be charged 
for every twenty shillings of the annual amount of 
such profits and gains : 

‘‘And for and in respect of the annual ]3rofits or 
gains arising or accruing to any person whatever, 
and whether a subject of His Majesty or not, al- 
though not resident within the United Kingdom, 
from any px'operty whatever in the United Kingdom, 
or any profession, trade, employment, or vocation, 
exercised within the United Kingdom, and to be 
charged for every twenty shillings of the annual 
amount of such profits and gains : 

“ And for and in respect of all interest of money, 
annuities, and other annual profits and gains not 
charged by virtue of^aiiy of the other seliedulc.s con- 
tained in this Act, and to be charged for every 
twenty shillings of the annual amoimt thereof : 

1 See lower rates for “earned” incomes, explained below. 
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“ Schedtde K — For and in respect of everj' public 
office or employment of profit, and upon every an- 
nuity, pension, or stipend payable by His Majesty or 
out of the public revenue of the United Kingdom, 
except annuities charged to the duties under the 
said Schedule (7, and to be charged for every twenty 
shillings of the annual amount thereof.” 

All incomes not exceeding .£160 are exempt. 
The following “abatements” are allowed on all 
classes of income: <£160 on all incomes exceeding 
^160 and not exceeding ^£400; £150 on incomes 
exceeding £400 and not exceeding .£500; £120 
on all incomes exceeding £600 and not exceeding 
£600; £70 on all incomes exceeding £600' and 
not exceeding <£700. 

The following “deductions” (not called abate- 
ments) are allowed under Schedule A, namely, one- 
eighth in respect of lands, and one-sixth in respect 
of houses for repairs, etc. That is, income from 
lands is charged at 17s. 6d. for each pound, and that 
from buildings at 16s. 8t?. per pound. 

“ Relief,” in the form of a reduced rate, is given 
by an act passed in 1907 to “earned” incomes, in 
addition to all other exemptions, abatements, or 

deductions. “ Earned ” income means 

(a) “ any income arising in respect of any office 
or employment of profit held by the individual, or 
in respect of any pension, superannuation, or other 
allowance, deferred pay, or compensation for loss of 
office , given in respect of the past services of the in- 
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dividual, or of the husband or parent of the indi- 
vidual, in any office or employment of profit . . . ; 
and 

(6) ‘‘any income from any property which is 
attached to or forms part of the emoluments of any 
office or employment of profit held by the individual ; 
and 

(y) “ any income which is charged under iSehei- 
ules B or D, and is immediately derived by the indi- 
vidual from the carrying on or exercise by him of 
his profession, trade, or vocation, either as an indi- 
vidual, or, ill the case of a partnership, as a partner 
acting therein.” 

This “relief” extends only to earned incomes up 
to £2000, 

The reader should note the careful distinction 
made in the law between “pensons” and “individ- 
uals.” Tlie former includes legal persons, such as 
joint stock companies and corporations other tliao 
governmental. This is especially important under 
Schedule D, 

‘^The annual value of lands, etc., charged under 
Schedule A, is understood to be the rent by the year 
at which the same are let at rack-rent, if the aniount 
of such rent shall have been fixed by agreement coiu- 
mencing within the period of seven years preceding 
the fifth day of April next before the time of making 
the assessment, but if the same are not so let at rack- 
rent, then at the rack-rent at which tlie same are 
worth to be let by the year.” This rule does not 
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apply to tithes, quarries, mines, etc., but does apply 
to lands, etc., capable of actual occupation, no matter 
how enjoyed. 

“ Only one-third of the annual A’-alue is charged 
under Schedule B; nurseries and gardens are charged 
under Schedule Dr Mortgages are taxed under 
Schedule A, owners being allowed to deduct what 
■they advance in taxes from the interest they pay. 
Owners in occupation pay under Schedule B. 

Clerpmien or ministers of religion are allowed a 
deduction of one-eighth on the value of any dwell- 
ing-house for which they pay rent, in respect of the 
portion of it which they may use for official purposes. 

Ihe greatest difficulties of assessment arise under 
Schedule A and in 1907 the assessors were empow- 
ered to require an employer to give particulars of 
name, residence, and pay of any employees, and every 
person is niade liable to be called upon to make a 
ull return of his or her income. Normally the in- 
come taxable is the average of the profits 'or gains 
for tlie past three years, but if the taxpayer so elect, 
e may be assessed on the actual amount of lu-ofits 
and gains for the year. Commissioners are empow- 
ered^ to make deductions in respect of “wear and 
tear of machinery or plant used, and, generally 

speaking, the assessable profits are what are left after 
( eduction of all outgoings attributable to the ex- 
penses of materials, labour, etc. Individuals are 
lowed to deduct life insurance premiums paid. 

Many of the terms used in the schedules as quoted 
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above will probably be unintelligible to American 
readers, as some of tbe forms of income to winch 
they apply are not found in the United States, or at 
least are not commonly recognised as distinct classes. 
On that account the following exhibit of the amount 
of income ‘‘brought under review” by the depart- 
ment administering this tax will probably prove 
instructive. The details of gross income are for 
the fiscal year 1905-1006, and the whole table is 
from Williams, The King’s Revenue. 

Schedule A. Profits from the ownership of : 

Lands ,^52,151,54^ 

Houses i205,480,4:r)5 

Other property .... 1,310,()73 

Schedule B. Profits from the occupation of 
lands (farmers’ profits mainly) . . . . 17,460,062 

Schedule C. Profits from British, Indian, 
colonial, and foreign government securities . 46,925,674 

Schedule D. Profits from businesses, con- 
cerns, professions, emi^loyments (except the 
last of a public nature, see Schedule E) and cer- 
tain interest: 

I. Businesses, professions, 

etc. (inelnding sala- 
ries of employees), 
other than those enu- 
merated below . . £367,814,155 

IT. Railways in the United 

Kingdom . . . 41,241,092 

III. Mines .... 19,999,972 

lY. Gasworks . . . 7,41:1611 

Carried forward T.32:uTM07 
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V. Iron works . 

VI. 'Waterwoi-ks . 

Vn. Canals, etc. . 

VTIL Quarries 

IX. Markets, tolls, etc. 

X. Fishing's in the United 

Kingdom and sport- 
ing rights in Ireland 

XI. Cemeteries , 

XII. Salt springs or works 
and alum works 
Xril. Indian, colonial, and 
foreign securities 
{other than govern- 
ment) ... 

XIV. Coupons . 

XV. Hallways out of the 

United Kingdom 
X^ 1. Uoans secured on the 
public rates 
XVir. Other interest 
XVIII. Otlier profits 
XIX. Profits fi'oin the occu- 
pation of lands, the 
occupiers of which 
have elected to be 
assessed under Sched- 
tde D 


Schedule E. Salaries of gwermnent, corpo- 
public company officials 

mtilol"’" “°™ 

Less deductions, abatements, etc. 
Taxed income . 


2,08;!.6.‘i7 

r>.<sifi,800 

3,S47,2m 
l,(!£)r),700 
sen, 63,5 


203,3041 

183,612 

160,573 


11,794,821 

12.061,1.56 

10 , 111,221 

0,687,134 

1,677,054 

2,399,047 


£508,664,345 
£ 93,185,804 

925,184,556 

293,159,810 

£632,024,746 


‘ Some sporting rights are under Schedule A 
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The income taxes are, whenever possible, “stopjied 
at the source,” that is, they are paid to the govern- 
ment before the income (the rents, interest, salaries, 
etc.) is paid over to the recipient. This has long 
been considered the characteristic feature of the 
British income tax. Williams estimates that two- 
thirds of the taxes are thus indirectly collected. 
Stoppage at the source applies to practically all of 
Schedule A and to Al ol Schedules 0 and E. On 
account of the definiteness of incomes under Sched- 
ule B the collection is equally certain. Even under 
Schedule JD many items can be stopped at the source. 

The following hypothetical case of a composite in- 
come of j£5000 per annum given by Williams will 
illustrate some of the more puzzling points: 


Profits from the ownership of lands, j 
houses, etc. 

Profitjs from the occupation of lands 
at one-third the annual value 
Profits from government securities ! 
Profits as an author I 

Profits as a solicitor (partner in a 
Arm — total profits, £5000) 
Profits from investments in a public 
company (total profits, £55,000) 
Profits from investments in munici- 
pal stock 

Profits from investraente in foreign 
bonds payable by coupons cashed 
in the United Kingdom 
Salary as a land agent 
Salary as a borough auditor 
Total 
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The method of taxing items 1, 2, mid S are simple 
and require no exj)lanation. 

Item 4 is income as an individual and, although 
not oyer ^160, is not exempt because this individital’s 
total income is over ^100. It is, however, “earned'’ 
income and would be entitled to “relief” hut for the 

fact that the total of this individual's income is over 

£ 2000 . 

Item 5 requires no explanation. 

Item 6 is income on which the tax would be paid 
by the company, as a “person” having income be- 
yond the limits of any abatements, that is, £55,000 
the highest sum entitled to abatement being £700.’ 
Even if the hyimthetieal individual in this case had 
less than £700, instead of £5000 income, he would 
receive no abatement on this item. Technically this 
tax IS collected directly and not “stopped at the 
source,” but so far as the individual is concerned, the 
effect IS much thesame. This is theonly item “net,” 
less the tax appearing in the list. 

T he taxes on all the remaining items, 7 to 10 in- 
clusive, are “stopped at the source” that on 8 beinc 

withheld by the banker or broker when he cashes the 
coupons. 

The income tax is the variable element in British 
finance, and the rate is fixed each year with reference 
0 t le needs of the government. From 1896 to 1900 
the rate was 8d. in the pound ; 1900-1901 Is • 1901- 

la. 3^. ; 1903-19oi IW. ; 
^04 1908, Is. But since 1906, “earned” incomes 
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paid only M. There are many other interesting 
points connected with the British income tax for 
which the reader is referred to the larger treatises. 

Sec. 6. The United States federal government has 
made two attempts to establish an income tax. The 
first was a war measure, and was repealed , ’ 

as soon as the pressing necessity was re- in the United 
moiled. The second was, like the Eng- 
lish income tax in 184:2, a means to make np the 
estimated deficit resulting from the repeal of the 
protective duties. It failed to go into effect, Iiow- 
ever, as the Supreme Court could not be convinced 
of its constitutionality. 

We shall consider the Civil War tax first. ^ The 
Constitution provides : 

*^‘]SFo Capitation, or other direct, Tax shall be laid, 
unless in Proportion to the Census or Enumeration 
hereinbefore directed to be taken.” Article L, sec. 9. 

Also, “ Representatives and direct Taxes shall be 
apportioned among the several States which may be 
included within this Union, according to their re- 
spective Numbers, which shall be determined by add- 
ing to the whole Number of free Persons, including 
those bound to Service for a Term of Years, and ex- 
cluding Indians not taxed, three-fifths of all other 
Persons.” Article I., sec. 2. 

And, . . . idl Duties,: Imposts, and Excises sluill 
he uniform throughout the United States."' Article 
I., sec. 8, 

1 See Quarterly Journal of Economics, VXII., 4 ; also July, 1889. 
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Larlj m the search for revenues to suijport the 
war a proposition was made for the apportionment 
of a tax of 180,000,000 in accordance with these pro- 
The CiviiWar Visions. But it was felt that population 
“0 measure of the wealth of the dif- 
ferent states, and that such an apportionment in 
1861 would not result, as one in 1789 might have 
done, in imposing fairlj equal burdens upon all the 
citizens. In lieu thereof, an income tax of 3 per cent 
on all incomes with an exemption of §800 was voted 
In the case of Springer ». the United States, 102 U s' 
586, the Supreme Court decided that such a tax could 
be levied, since it was not a direct tax within the 
meaning of the Constitution. 

The tax was to go into force a year later. But 
1862 It was amended, making the deduction 1600 
c t le rate progressive. Incomes from ifitlOO-llO 000 
(less #000) paid 3 per cent, all over that 5 per cent 
that form it went into effect. The great war tax 
of June 30, 1864, made the rates as follows: 5 
cent on the excess over fOOO up to #5000; 7-} 

cent on the excess over 15000 up to $10,000 ! 

an 10 per cent on the excess over $10,000. But 
again, before the law went into effect, the 7|- per cent 
te was cut out and 10 per cent was collecW from 
incomes over #5000. On all incomes derivable 
funds 1 the tax was stopped at the 
tax^ was reduced and the rate 
t with an exemption of $1000, and it 
1 Except interest on bonds. 
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remained thus until 1870. The ineorae tax was, in 
a way, conjoined with one on corporations, banks, 
insurance companies, railroads, etc. The part of the 
indiYiduars income taxed in this latter way was de- 
ducted before the income was assessed. No attempt, 
however, was made to make the rate of this tax pro- 
gressive. It was first 8 per cent and later 5 per cent, 
and" there were no exemptions. The assessment was 
made on the basis of a written declaration by the tax- 
payer, subject to correction by such information as 
the assessor could gather. Generally the information 
upon which the tax was assessed was published in 
the newspapers. During the period when patriotic 
feeling ran high, incomes were well returned and the 
proceeds of the tax were large. After that, evasion 
by false declaration became prevalent and the re- 
turns fell off materially. With the general removal 
of war taxes in 1870 the income tax fell away. The 
protective policy, which demanded the retention of 
the customs duties, rendered it possible to do without 
the revenue from this source. 

The reduction of the customs duties in 1894, and 
the probability of a falling off in the revenues from 
this source led to the second income taxd income 
The law for this tax, faultily drawn and taxo/isH. 
more or less incorrect in principle, was declared un- 
constitutional by the Supreme Court in 1895 beforij 
it went into effect. The grounds for this decision, 
which reversed that in the case of Springer r. the 
^ Quarterly Journal of Economics^ IX., 1. 
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United States, by which the other tax law had been 
tested, were that the tax was a direct tax and also 
not uniform inasmuch as all incomes below 14000 
were exempt. As the decision now stands, no in- 
come tax can be levied by the federal government 
without a constitutional amendment.^ 

This income tax was to be for five years, commenc- 
ing 1890. It was degressive, at 2 per cent, on all 
incomes in excess of #4000. It was levied upon 
“the gams, profits, and income” of all citizens and 
residents, ‘‘derived from any kind of property, rents 
interest, dividends, or salaries, or from an/ profes- 
sion, trade, employment, or vocation,” “or from any 
other source whatever.” Debts, and interest thereon 
were exempt. The cost of stocking the farm and 
mine consumption of products were not included. 
Accretions by gift or inheritance were to be counted 
as income. All persons having an income of over 
ISoOO were required to declare their incomes. The 
individual stockholder in a corporation was allowed 
to deduct the income from his shares in making his 
return. Public corporations were exempt, but other 
corporations were not. State and local taxes except 
special assessments might be deducted. United 
States officials were taxed on their salaries. Returns 
were to be confidential. 

It will easdy be seen that this was a combina- 
tion of an income tax with an inheritance and 
1 In 1909 Congress submitted to the states for approval a eno 
“S «“~n; to levy' 
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corporation tax. That it would necessarily have 
worked badly on that account is not cdear. The 
rate was so low and the exemptions so liberal tliat 
pretty full returns might liave been anticipated. 
The law, however, was loosely drawn, faulty in 
wording, and even contained clauses taken from the 
laws of the Civil War tax having no possible ineaning 
or bearing in the connection in which they were used. 
No attempt was made to adjust the tax to the exist- 
ing burden of state and local taxes. 

The taxation of income by the commonwealths of 
the United States is rare and entirely without lead- 
ing principles. In Virginia alone there is a genera! 
income tax. It is supposed to be a tax of 10 
cent on all incomes over $1000. But the returns 
obtained in this commonwealth are insignificant be- 
cause of the lax assessment. Partial income taxes, in- 
tended to supplement the personal pi^operty taxes and 
to cover the annual saving, exist in Massachusetts, 
Pennsylvania, Tennessee, and North Carolina.^ 

1 See Seligman, “Finance Statistics,” Puhliratfons of The 
American Statistical Association^ New Series, 8, Deconibcr, 188i). 
Also the vSpecial Ueport of the United States Census Bureau (1007) 
on Wealth-De])t and Taxation, and Kinsman, The Income Tax. in 
the, Commomomlths of the United States. 
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Section 1. We postponed a treatment of the 
question of incidence in connection with each tax, 
Incidence de- ^®cause the incidence of any tax denend«! 

rtr 7“ «.V«teni. It seems, 

' . tlierefore, better to treat the subject by 

1 se in such a way that every tax can be considered 
HI I S connection with other taxes. The problems 
i tins part of the subject are many and difficult. 
IH an elementary treatise, all that can be done is to 
suggest methods of study and a very few of the 
more simple principles. 

gltiiejerm^^ meant the transference 

^^feSpQrson or persons. By the “ final 
ujidofinci- mcid ea. c ej; js meant the falling’ of r,h A 
■** . bur den, without possibility of f urther 

g-^^g5fc_.HP£g.J0S e_parti^^ revenue , property 
expendi ture, or p erson^. This may be illustrated'by 
wo very simple cases. . An American bookseller in a 
^ college town imported some books from England for 
. the use of the students. He paid the duty to the 
: custom house, but collected it again from the stu- 
dents in the shape of an addition to the price of the 
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books. The bookseller shifted the tax. The final 
incidence was on the students. In this case, the shift- 
ing was expected by the lawmaker. It was to save 
the expense of hunting up and taxing each user of 
the books in question, that the seller was made to 
pay the tax, or to be the agent of the government in 
collecting it. Since the students thus taxed eaniiot- 
shift the burden, we need not investigate this case 
further. Again : in California, the coiiiinonwealth 
and local taxes paid by the mortgagee amount on 
tlie average to about 1|- per cent. Tlie eurreiit rate 
of interest on the best un taxed loans, in and aroiiiid 
San Francisco, is about 6 per cent, but on mortgages, 
in spite of the good security, it has been almost 
invariably 8 per cent, or more. In this case,‘*^t]ie 
morgagee shifts the tax, and its incidence is on 
the mortgagor. This may be its final incidenee, 
or it may be conceivably possible for the mort- 
gagor to shift the burden to the tenant of the 
mortgaged ]3roperty in the shape of higher rents, or 
to the purchasers of the commodities raised on 
the property in higher prices. This last illustra- 
tion shows how complicated the problem of incidence 
may be. 

Sec. 2. Each and every tax must be studied in 
its proper connection if it is desired to know to 
what extent the aims of taxation arc SMftimj may 
realised. Sometimes the shifting of the 

® ftml the pur- 

tux. defeats the general purpose, as in puHeo/thfUaa:. 
the case of the tax on the mortgagee’s interest in 




tNTRODUCTWM TO fUBUC tm.TCE 

California, while in otl.ers tl.e general purpose can 
onij be accompliahed when the tax is shifted. The 

r„T,“' f 

ot burdens, costs soiuething. So peia„„ ,j 
vanees the amount ot the tax with the intention oj 
ttans ornng it to some other wili.out desiring to be 
paid for ins trouble and risk, conditions 

me agatnst him, he will succeed in getting paid 
1. 1 bus, the tmporter ot books tries 'to wet a 

c r am prodt on the cost to him, which is conmosed 
of the pi,™ England plus the cost ot transport-. 
«.on and the duty. If the rate ot p..„at f 

pet cent ot the duty as well „ of the other items. 

^ e money w itch he has advanced on the duty must 

of the",? ““ ““■"‘“S®- So in the case 

ot the mortgages n, California. One-ouartep of 

one per cent interest, or more, is nstmlly ohtU 

anile, the annoyance and rnn the risk of payi„„ 
f" ''”0 ‘o to •oin.hursed! 
cos.lv nroce "f “"desu-ahle and 

r»me r 

dntTes ' “ “ ““ 

of whfoh' Jfp »“»">Pliatae„t 

°n le for ! >>«<= too" mated 

1 ae 2 „,Tr'o ”“>* '--a 

me the tour of Adam Smith." The fourth of these 
' of Nations, Bk. V., Chap, ir., Part II. 
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famous canons bears directly upon the problem in 
hand. Shifting adds to the burden without adding 
to the revenue coming into the treasury. a 

Sometimes, however, by assessing the tax 

^ more produc- 

iipon a part of a great economic process tire. 
and permitting of a certain shifting, the lax is made 
more productive to the treasury. Now it is (dear 
thlit the first duty of the fiscal officjer is to iill lliu 
treasury as quickly and easily as jjo.ssible. lie has, 
therefore, no right to pass over a tax tint is produc- 
tive, in favour of one that is not, sinqjly because the 
one is shifted and the other is n(“>t. If, liowever, it 
can be seen that the incidence is sucli as to entire!}’ 
derange the system adopted and defeat tlie general 
aims, an attempt must be made to prevent it. If a 
tax can be found that is productive and fit tlie same 
time is not shifted, it Avill be preferred to oim that is 
shifted. 

It follows directly from the fact that a tax should 
be as productive ” as possible, tliat those taxes 
chosen should have as little rej^ressive effect as pos- 
sible,^ For, to destroy the phenoinenoii is to lose 
the return. 

Sec. 4. Let us suppose that the ideal by which 
all systems are to be tested is that the total taxation 
shall impiose a slightly progressive biu*d(3ni upon all 
incomes. Then it is necessary to exfuuine all the 

1 See Bastable, pp. 388, 380, for Oie same idea ; also Ross, “ A 
New Canon of Taxation,” Political Sneyice Quartnip, VoJ. VII. 
This is no very new canon. Adam Smith said : “ Taxation .-liould 
retard as little as possible the growth, of wealth.” 
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taxes with their various shiftiugs and to see how 
the total shifting affects the final resultd It is a 
fiimlamental principle, too often overlooked in Ihe 
discussion of lueidenoe, and one that cannot be too 
frequently restated, that the possibility of shiftin-. 

SZ tl- rdation of tl.: 

u'hvu the tax questioii to tile other parts of tlr^ 

system. Let us use an old illustration • 

the tax on mortgages is in California shifted to the 
mortgagor because there are other investments for 
capital that escape taxation. If every possible 
channe into which capital might go led to the pay- 
ment ot a similar tax, it would not be so possible L 
now IS to shift this tax. It is not quite true that 
the ax would not be shifted at all, but it certainly 
could not be so uniimrsally sliifted. We shall see 
. ater when it may be shifted. If ,ve had a tax 
system so arranged as to fall, in the first instance 
' upon all parts of each individual's income,~an’ 
‘Unattainable ideal, -there could be but little shift- 
rug. But when a part of the nation’s wealth is 
exempt, taxes upon all wealth that might be trans- 

to 

I j- ‘ Sec. 5. We shaU now look at the incidence of the 

undertaken to 

'■ ' that of an examination of Tu fl U*an 

■ ' »an discusses ten different classes oTTf ^’rofessor Selig- 

> : dencevf which onlv twi f . “’eones in regard to inci- 
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more important taxes, taking them in the order of 
our previous discussion. Excise taxes and customs 
duties, so far as the latter yield a revenue /iin'/Ung nf 
and fall upon citizens of the country 




excise taxes 
and customs 

laying them,i are for our present purpose duties. 
tlie same. They are classed by Professor Seliguiaii 
as “virtually one form of the profits tax,’' which, 

“ill the great majority of cases,” will be “shifted 
in whole or in greater part.” Wliat Professor 
Seligman says upon this point is true enough and 
very clear, but we shall follow a somewhat different 
analysis. 

In the case of these taxes it is the intention of tlie 
lawmaker that the tax shall be shifted to the con- 
sumer. If any of it remains on tlie producer or 
iinpiorter, it may be said to have been shifted back. 

This takes place sometimes: (1) if the taxed com - 3 
modity is produced as a monopoly, and the p>iiee is 
already as high as the traffic will bear, i,e, the addi- 
tion of the tax to the price would lessen the sale, vwyAv'j 
then a part or the wdiole of the tax comes out of tlie 
profits of the monopolist; ( 2 ) a new tax on some 
commodity produced by a large plant of fixed capital, 
not easily transferable to other lines, may remain 
on the producer. In all other cases an excise or ‘d.n ^ 

import tax cannot be shifted from the consnmer. | 

Sec. 6. The general property tax consists of a •" || 

number of different parts which are best considered || 



I 


See Chap. VII. for shifting to foreigners. 
=2 See p. 140 ff,, and p, 177. 
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fAuja^ separately. Such a separation is legitimate since the 
!• The incidence apart ill the practice of assess- 
or 1 of the general ment. It falls naturally into at lea si- twr^' 

divisions, a tax on real estate anrl a 
^ tax on personal property. The tax on real estate 
I may be regarded as of two parts, a tax on land and a 

j tax on buddings. In the general property tax, tlie 

i tax on land is assessed according to the selling value 

j When the knd is used for agricultural purposes, the 

: incidence of the tax lies between the owner and the 

'] eoiiiinodities produced.i Can the owner 

I shift the tax to the consumer? If this happens, it 

j means a rise in prices which again means an exten- 

u of tlie margin of cultivation, marginal lands 

b.,„g haring „o ! 

toJ. But aud. a i„ pri„ 

. , . ton and l»,,e„ the same time that it 

■ ^ fcmpte to the creation of a new eupply, time indue- 

mg a fall 1,1 prices. But as cultivators of land do 
not readily withdraw from their jmsition, those on or 
■ i neai le margin of cultivation will suffer severely, 

L ^ . but will generally hold on until their profits are 
ffone, often until they are ruined Tl ^ it 
under which agrieuitLrpret 

%^Z‘mVXT:T\u 7 

W. land, therefore, Mis npo„“Z “r^errTn "m 


rented that they need not be considTed 
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United States, inasmuch as the fanners are seldom 
the owners of any considerable amount of in the UmuA 
untaxed personal property, they bear far 

^ farmers arc 

more than their proportionate share of the imrinxcd. 
commonwealth taxes and often also of the local taxes. 

When land is used for other purposes than agri- 
culture, it is generally best considered in connection 
wkh the buildings on it. The incidence , . , 

Incidence of a 

of the general property tax on houses and tax on baJld- 
the land tliey occupy will vary from lo- an 

cality to localitj’- with the demand for sucli 
and the supply. Houses cannot be readily torn dowii^M^uir 
or fundamentallj' altered without great loss ; conse- iXs 
quently if the sujjply of rentable houses is larger than 
the demand, the taxon the buildings will fall wholly on ^ 
the owner. It can be shifted to the tenant only when 
the supply of houses is very limited. In America 
these two cases are both frequently illustrated. 

The incidence of that part of the general property 
tax which is assessed upon personal property or upon 
invested capital is very difficult to trace. incidence 
If the tax were well and universally as- on permnai 
sessed upon all such capital, it could not, ^ 

There .! - ^ 




regularly, be shifted from the owner at all. 
would then be no free field for this capital to inva<le. 
But when the tax is evaded by a considerabh^ pro- 
portion of the capital, then the tax can he shifted to 
the borrower and will be so in the main.^ 

1 For the rest of this intricate subject the student is referretl to 
the larger treatises. 
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It will be seen even from this brief stater 
the facts of shifting concerning tlie general 
tax that the incidence is different from the m 
incidence wherever that tax fails of formiim £ 
j)Iete system. 

Sec. 7. The incidence of 
lish differs somewhat fr 

TAe imidcnce 
of a special 
'land tax. 

system 

common. Both these 
lhat is, the taxed pro 
it would bring untaxed 
sum which, if nut at into 


a land tax like the Eng- 
that of the land. tax as 
Bi-al property tax, iuas- 
as it stands entirely^ apart from the 
Still there are some points in 
taxes may be capitalised, 
arty will sell for less than 
y the amount of the capital 
3st, would yield the amount 
In the ease of the genend nrooRTt-tr 
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which is fiiiiiy universal, may be capitalised in the 


same way. The incidence of taxes 




Incidence of 

profits is determined by the control which i^pcdai taxes 
the recipient of profits has over the profits. 

If the control is so great that he can virtually . 

them at will, then he can shift the burden. 


Blit, in 

asmiich as it is generally true, that he is taking all 
that* he can whether he be taxed or not, it is clear 
that he cannot as a rule shift them. Generally 
speaking, then, taxes upon profits are not shifted. 
A tax on successions, also, cannot in any conceivable 
way be shifted. 

Poll or capitation taxes cannot be shifted at all 


The only conceivable case in which they might be 




(Aaaaaj^ 


shifted is when levied upon a wage-earner 
at the point of starvation. The same is poll taxes and 
true of a tax on the lowest wages. The 
burden would mean higher wages in order for the la- 
bourer to live and meet the tax. But when the wage- 
earner is of a higher class, it is to be presumed that 
he cannot shift his tax at all, for that presupposes that 
he can control his wages sufficiently to raise them. 
If that were the case, we may safely assume that he 
would raise them whether the tax were imposed or 
not. tie cannot therefore shift them at all. 

A tax upon income cannot be shifted if tlie assess- 
ment is general and uniform. But as a matter of 
fact no such tax is general or uniform, and it will ].>e 
shifted or not according as it splits up into other 
taxes upon rent, interest, wages, etc. 




346 INTRODUCTION TO PUBLIC PINANCE parx n 

In conclusion : the intention of the lawgiver as 
to the incidence of taxation will be fully \-ealised 
only, ( 1 ) when the system is theoretically perfect 

and (^) ^vhen the execution of the law is perfect. 

The worst cases of shifting arise when serious gaps 
are left lu the tax sj^stem, or when the administra- 
tion of the system is so lax in parts as to result in 
a crippling of tlie whole. Shifting always acts to 
nitensify existing inequalities. The problems of 
meidence are among the most important of our sub- 
ject. The lawmaker may with the best of inten- 
tions work the greatest imaginable injury; and the 
necessity for a careful study of the probable effects 
01 each new tax cannot be overestimated. 


CHAPTER XI 


FEES AND INDUSTRIAL EARNINGS ^ 

SlBCTiON 1. There is the closest sort of eoniiectioii 
between fees and the industrial and coinineroial 
earnings of the State. In the case of rin-comire- 
the sale of goods or services by a State 
the private persons pay the price of the 
wealth which they obtain. The price is 
fixed by economic conditions. It cannot exceed a 
certain sum, for if it does, the citizen will not buy. 
But in most cases considerations of a public cliarac- 
ter induce the State to enter upon the industry or 
commercial enterprise, and these very con>siderations 
are inducements to a lowering of the charges. As 
the public element comes to be more clearly recog- 
nised, a part of the economic forces fail to act. The 
State sacrifices part or all of the gain, but makes 
no loss. As the public element presses still more to 
the front, the State pays, at the general cost, a part 
of the expense, and charges the particular persons 
specially benefited merely a fee for the service. 
Many modern public institutions have gone through 
a process of development from one stage to the other, 
and the different stages are found contemporaneously 

^ For definitions and classification, see Chap. II. 

:U7 
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in different countries. But while this is the order of 
pye^ton iu new functions, it is not the historical 
Older of the rue of these two forms of payment f„, 
pubhc senuces. Fees are the older of th, two. 

oes ate not to be found in the ancient civiHsa- 
lons, because of the intimate relation between the 
‘-a the State. Only when 
Of public" IS a distinct consciousness of 

“public » functions can we have fees 
1 ayments in the middle ages for the services of the 
couiis, of the church, of the schools, etc, were mainly 

f the nature of private remuneration. As soon 

however, as any function comes to be recognised as’ 
public in character, fees arise. At first contributions 
are inore or less freely and willingly rendered foi I 

use of markets roads, bridges, protection, and the 

made th T^^’"'*” “ arbitrary assumption 

mule that a special benefit is conferred and a fee is 

growth of public consciousness is marked by a rapid 
multiplication of these fees, which form a system of 
Fibl c revenues without taxes. After that the line 

bom in the public service. There is a growth of 
conception of common benefits as distinct from 

a corresponding removal 
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by fees, until finally the recognition of public in- 
terest outweighs that of the individual interest. 
Some fees, however, become fixed in peesefmTge 
character and are not subject to these 'into taxes. 
transforming tendencies ; but the public interest is 
recognised in this case by limiting the fees to a very 
small part of the total cost. Thus many court fees 
are retained, but the larger part of the rapidly grow- 
ing expenditure for the support of justice is now 
met from taxes. Those functions, in connection 
with which there are fees, are regarded as conferring 
a divided benefit. The individual pays for what 
he receives, the State for what the public gains 
thereby. 

Sec. 2. The extension of the fee system by the 
courts to cover a very large part of the cost of the 
judicial system, even to such a degree as j^ididai and 
to make litigation impossible to all but 
the rich, was a transition stage in the develop- 
ment from the middle ages to the present. No- 
where was the fee system for court costs more abused 
than in England. Later practice, while placing 
more of the burden on the general treasury, has re- 
tained an extensive tariff of such ‘‘costs.” More- 
over, in not a few instances, the assessment of the 
“ costs ” upon the party responsible for the litigation, 
as shown by the fact that he loses his suit, makes 
these fees approach in character punitive fines. 
This is the characteristic of American practice. 
In many cases the special benefit conferred is not 
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very clear, but is arbitrarily assumed to exist and tbe 
fee levied as tliough it were for sucli benefit. 

Since the middle of the seventeenth century, a 
large part of many of the legal fees liave been col- 
Thr collection by uieaus of Stamps or stamped 

offeeeby paper, the latter being necessary to le- 
galise the transaction; the officer who 
furnished or cancelled the stamp being supposed 
to investigate and vouch for the propriety of 
the transaction. A notary’s fee in most of the 
American commonwealths is of this character, the fee 
being receipted for by a stamp embossed upon the 
paper. Similar fees or taxes on acts and transfers 
are very common in France. Other such fees are 
collected in the form of the sale of a license to per- 
form certain acts which would not be legal without 
such a permit ; and then there is a charge for record- 
ing the act after it has been performed in accord 
with the permit. Of this character are the fees for 
marriage licenses and recording of marriages. The 
act itself is, also, often subject to the pa^-ment of a 
tax. The general character of the legal fee is seen 
from the following list: fees for passports and similar 
papers of identification, fees for recording and 
legally recognising births, deaths, marriages, and 
divorces, changes of residence or legal standing, for 
papers in evidence of honours, degrees, orders, titles, 
offices, etc., for patent rights and copyrights, for 
consular services in vouching for invoices, etc. 

Sec. 3. Many of the acts of the various adminis. 
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trative departments are of sucli a character as some- 
times to confer a special benefit upon individuals 
for which a fee is charged. The police AdminiBtra-. 
may render extraordinary services as in 
the protection of property on special occasions, in 
the control of masses of people, preventing intrnsion, 
etc. Examples of these special services arc very 
frequent. The same is true of the special services 
of detectives for private persons. 

Fees for public education are gradually falling 
into disuse. They were originally charged for all 
grades of instruction from the lowest up Educational 
to the university. The importance of 
primary education to the general welfare of the 
people and to the prosperity of the State, when 
governed by popular franchise, led to the abolition 
of fees for that grade of instruction at a very early 
date. In England, owing to the prevalence of an 
extreme laissez-faire view upon this subject, fees 
for education were continued longer than in most 
countries, having only very recently been entirely 
abolished. In the higher grades, wherever such 
were in charge of the State, fees were retained 
much longer than elsewhere. The great univer- 
sities of the American commonwealths have set 
the example of free tuition for their tliousands 
of students, although they still retain a number of 
small fees for registration, diplomas, and certain 
incidental expenses connected with laboratory and 
similar instruction. European State universities 
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still generally retain the fee system for most of the 
lecture courses. Schools intermediate between those 
giving rudimentary education and the universities 
are generally managed witliout fees, like the lower 
grades. Educational functions of governments seem 
to have been going through the same transformation 
which roads have gone through. Already the larger 
part of the cost is met fi'oin general taxes and but a 
small part from fees. Finally the remaining fees 
will fall away. 

In those countries in which the State supports the 
churches, or churches of a certain denomination. 

Church Jaes. number of fees connected 

therewith, such as those for the use of 
chuiches ai\d churchyai'ds, for baptisms, christenings, 
mairiages, burials, confirmations, and communion. 
Pile means for meeting the rest of the expenses 
aie drawn from two sources. A part is sometimes 
taken from the general taxes or from special taxes 
collected for the purpose, and the remainder from 
voluntary contributions by the attendants, or from 
the sale of sittings and the like. This is the only 
important I’emnant of voluntary contributions in any 
pait of the financial system. In most instances the 
voluntary contributions are for special purposes, 
organised charity, missions, etc., which are, perhaps, 
not properly considered of a public character. 

The fees rendered by individuals in connection with 
their industrial and commercial enterprises are very 
numerous. The oldest and simplest are - charges for 
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the use of market-places, later for the use of public 
exchanges, etc.; then come the charges Thefee^for 
for statistics collected^ b public officers, 
and the charges for the use of bridges, vateindywiry. 
roads, quays, etc. The modern substitutes for roads 
— railroads, canals, street railroads, omnibuses are 
already passing from private into public bands, and 
ther period of transition is marked by a more and 
more extended use of the fee system. Other means 
of communication — the post, the telegraph, and the 
telephone — are of the same character. Fees for 
coinage are also for services to commerce. They are in 
use by every country in some form or other. In the 
United States the charge for coinage was one-fifth of 
one per cent. England allows the Bank of England 
to make a similar charge when advancing notes upon 
bullion, and to set the price in notes for gold coin 
and gold bars. These fees must not be confused 
with the charges known as seigniorage, the latter 
being a tax upon commerce. 

Sec. 4. One of the most important classes of fees 
is formed by special assessments. They are for some 
benefit to real property. A special assess- special assess- 
ment is a fee paid to cover the cost, less 
that of supervision by a salaried public officer, of a 
specified improvement to property undertaken in the 
public interest. In his excellent study on this 
subject Mr. Rosewater ^ tries to establish a difference 
between fees and speciM assessments. He admits 
1 Columbia College Studies^ Vol. II., S. 

2a 



354 INTRODUCTION TO PUBLIC FINANCE part h 

the similarity, but points out that special assessments 
Special assess- restricted in purpose and in place, 

ments arc fees, ^re apportioned among the members of a 
class, are assessed once and for all and for benefits to 
real property only. Professor Seligman makes the 
same distinction. But it is certainly not defensible 
on purely theoretical grounds, for the differences are 
not essential, but accidental. We might as well set 
up a separate class of taxes on marriages, for they 
are restricted in purpose, are assessed upon members 
of a class, once and for all, and are for benefits to 
the family only. Like all other fees, special assess- 
ments are imposed by the taxing power, cover both 
public and private benefits, and do not exceed the 
costs. 

The simplest case of a special assessment is when 
a street is to be built, with necessary sewers and 
Example of a water-pipes. The costs of this have to 
special assess- be met. There is a public interest in 
the street as a thoroughfare. Private 
enterprise cannot be trusted to properly protect the 
public interest. The city, therefore, must step in. It 
could pay the cost from general taxes or from tolls, 
of both of which the specially benefited persons would 
pay their share. But in that case, temporarily at 
least, the abutting landowners would reap an un- 
eained harvest at the expense of their fellow-citizens. 
It appeals to our sense of justice that they should 
pay for it. They can always aftord to do so, as they 
gain by the improvement. This system has received 
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large currency in the United States, and lias, accord- 
ing to Mr. Rosewater’s extensive investigations, given 
general satisfaction. 

Another method has been used to some extent in 
England. It is similar to that used by private 
speculators in America, when they open up a new 
city, or suburb. The city condemns and buys up 
enough of the land to be improved to funiisli, when 
sold after the improvements, the funds needed. 
This method has a very limited application. 

Special assessments are not frequent in Europe, but 
do occur. Mr. Rosewater finds them in varied form in 
France and Germany ; and they are pro- 
posed in England under the name of tlie ments^iotuscd 

betterment ” tax. In the last-named 
country they were early applied to ‘‘ walls, ditches, 
gutters, sewers, bridges, etc., damaged by the sea.” 
But not until lately has the principle of measuring 
the tax by the particular benefit been applied or pro- 
posed, and even now the principle is not quite clear. 
In England the assessment is to cover the cost of 
the removal of injury rather than the cost of con- 
ferring a benefit. In England the cost of improve- 
ments is assessed in general taxes from which certain 
iinbenefited districts are exempt. Strictly speaking, 
the principle is not regularly applied in England at 
all. 

In the United States this fee finds almost uni- 
versal acceptance. It is, indeed, remarkably well 
suited to the economic conditions of a new couiitiTi 
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and renders rapid improvement possible. In some 
of the country there are harmful 
i«. rte UmVed results that arise from the desire tr. 

■■ States. . : ■■ ■ 

give property owners full control over 

the improvements for which such assessments are to 
be made. Thus, in some commonwealths, street im- 
provements are only made with the consent of the 
owners of a majority of the property concerned. 
The result is that streets are opened irregularly, and 
some of the main streets are untouched, while side 
streets are improved. But this is an evil of expen- 
diture rather than necessarily connected with this 
mode of collecting the revenue. The abuses of spe- 
cial assessments are few, and, on the whole, it is a 
part of tlie tax system of which America can be justly 
proud. Professor Bastable’s criticism (p. 377) of 
these fees rests upon a misconception of the method 
of handling the assessments. They are assessed 
according to the cost of the improvements ; the 
special benefit is the justification of the contribu- 
tion, not its measure. There is seldom any difficulty 
in apportioning the cost fairly. No charge need be 
made for any additional benefit beyond tlie cost, and 
the contributor has, usually, a voice in deciding 
whether the proposed improvement shall be under- 
taken or not. 

In view of the fact that the prevailing theory 
of taxation in this country is that which we have 
designated as the benefit theory, it is natural that 
^ Americans should have been the ones to have made 
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the application of the theory in this particular case. 
The special assessment is applied in iust . . 

. . 7 . Special asscfffi- 

tllOS6 CtiSGS ill wh-ich. it is 6<lsi6St to nicnts and the 

measure the special benefit. And al- 
though the principle cannot be given a wider appli- 
cation with any degree of satisfaction, it does, in 
this instance, comply with the demands of justice 
, and equality. It would, moreover, be rather hard to 

find under the faculty theory any better justification. 
Sec. 5. The post was included above among those 
functions for which fees were charged. Whether 
that be quite correct or not, depends upon 

. ... , , . Postal /ces, 

the way m which the postal sj'Stem is 
run. If it is run so as to yield the largest possible 
» revenue over and above expenses, it is of exactly the 
same character as any other industrial enterprise upon 
which the State enters. The State sells postal ser- 
vices for the highest price it can get, or rather, for 
j the largest net return. Its profits, the post-office 

I being a monopoly, are regulated by the principle of 

charging what the traffic will bear. But no post- 
office is run on this principle. The importance of 
i the public service rendered has led to the recogni- 

tion of a large element of common benefit. This 
i recognition has not resulted in the entire abandon- 

j inent of charges for the service except in a few in- 
i' stances; for example, the free carriage of news- 

I county in which they are publislied, 

I But it has led to the attempt to run the service in 

I such a way that expenses shall be met, and only a 
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small surplus, if any, shall accrue to the benefit of the 
treasury. Whenever the surplus tends to grow, the 
rates are lowered or the service improved. Of all 
the powers. Great Britain is the sole exception to 
this rule, about one-third of her postal receipts be- 
ing profits. (1895, receipts v£10, 760, 000, expenses 
.£6,869,000. But the allied telegraph service ran 
beliind; receipts £2,-580,000, expenses £2,674,000.) 
The postal rates in Great Britain are as low as in 
other countries, but the surplus is accounted for by 
the extremely small size of the territory covered 
by tlie land service, the concentration of population, 
and the cheapness of water transportation, all of 
which makes it particularly easy to do a large and 
profitable business at low rates. 

Ihere are some writers who regard any surplus 
acquired in this way as practically the result of tax- 
Postal mirplm ation, and class any charge for the pub- 
n<4 the remit lie service, above the cost thereof, as a 
special tax. Pins classification presiip- 
poses that the service is, by nature, of a public char- 
acter, an assumption contrary to the fact, for no 
function except that of governing itself, in the nar- 
rowest possible sense, is by nature of a public charac- 
ter, nor, on the other hand, by nature of a private 
character. On this consideration, therefore, it is 
better to class these gains, not as taxes, but as the 
earnings of a public industry. 

Seo. 6. In modern times public industries can be 
quite as properly considered under the head of ex- 
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penditiir^ as under that of revenue. Historically, 
State industries, like public or princely domaiiis, 
lands, forests, and mines, were mainly 
sources of revenue. But a railroad is 
placed in the hands of the State primarily ^mkeo/rh^^ 
because of the public interests involved, 
and the expenditure for that purpose is more signifi- 
cant than the moderate surpluses that accrue, in 
some cases, to the government. For that reason we 
called attention to these activities under the head of 
expenditure. We have now to consider them as 
productive of so much total wealth, a part of which 
is immediately spent for the purpose which led the 
State into this activity, and a part, generally a very 
small part, saved to assist in the accomplishment of 
other purposes. 

The oldest form of public property is land. The 
public land originally embraced all the territory of 
the State. Gradually parts of it were 

Public lands. 

alienated to a private purpose subject 
only to the law of eminent domain ; but considerable 
portions even to the present day belong to the State, 
or, what is the same thing, to the local goveruments. 
In the monarchies of Europe such lands were once 
considered the property of the prince. These lands 
were the main reliance for public revenues in the 
feudal State. As the people gained a voice in the 
government, they laid claim to these sources of rev- 
enue for public purposes. From tluit time on, the 
public domain diminished both absolutely, by vsale 
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or alienation, and relatively as the wealth of the 
people swelled. Some countries adopted a very 
conservative policy in this respect, and retained 
their domains in land and forests, while others 
adopted the plan of steadily disposing of them. 
German states are examples of the former policy, 
while England, France, and the United States have 
been examples of the latter. England receives only 
.£520,000 annually of “Woods, Forests, and Land 
Revenues of the crown.” In the United States it 
was the possession of vast tracts of land by the 
federal government, acquired by gift from the com- 
monwealths, and by purchase, which gave that gov- 
ernment an independent territory over which its 
control was absolute, and formed one of its strongest 
supports, contributing most materially to the growth 
of federal influence. But the public lands have not 
been a source of revenue to the government. The 
money received from settlers has amounted to little 
more than fees for the registration of titles, and 
except for the ten years from 1880 to 1840 the lands 
have not yielded a clear revenue. The extensive 
surveys which the government carried out have been 
a large expense attributable to this source. Ujider 
constitutional government there is little danger of 
the failure of taxation as a permanent and regular 
source of revenue. So that public lands are not re- 
garded as necessary for the integrity of the govern- 
ment. The retention of public lands in Germany 
and Austria is not explainable by any danger of the 
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failure of taxation, but by the greater tenacity of 
the older communistic idea. Democrat- NorcamnjoT 
ically governed cities and towns clinsr to 

. ‘ ^ of public lands 

tlieir lands as strongly as the royal gov- to-day. 
ernments. Prussia’s public lands and forests yield 
about 50,000,000 marks annually after all expenses 
have been met. Cities and towns get as much more, 
and in many cases supply burgher families with 
wood without charge. In Russia the proc'ess of 
emancipating the serfs has changed the receipts from 
public lands into taxes, and left practically little rev- 
enue of the older character. In spite of the absence 
of constitutional government, Russia has gone faster 
in proportion to wealth and revenues, in the aboli- 
tion of public domains than many German states, 
Russia’s- gross receipts from domains are about 
$12,500,000, while Prussia’s are nearly $22,000,000. 
The alienation of public lands in Russia is recent, 
and it has progressed as that country advanced in 
civilisation. 

Except when in charge of a highly trained body 
of expert officials, as in Germany, the public lands 
do not form a satisfactory source of rev- Public control 
enue. They are not as a rule as well 
managed as similar lands in private sity. 
hands. Forests form an important exception to this 
statement. A private owner cannot afford to wait 
long enough for economical use of timber land. 
The destruction of forests at private hands is a seri- 
ous danger. Only a permanent, long-lived institu- 
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tion like the government can take ijroiier care of 
forests. 

Closely allied with the public ownership of lands 
and forests is the public ownership of mines. This is 
Ownership ou® of the oldest State industries, which 
of mines. is of late falling into disuse. The work- 
ing of mines by the government is being replaced in 
Europe by a system which allows of private opera- 
tion, but guarantees the public interest by the collec- 
tion of royalties, or mining taxes. In the older 
countries, where the idea of public territorial owner- 
ship is stronger, the old system still prevails, and, 
even where it is partially surrendered, the revenues 
derived from royalties and taxes are proportionately 
large. But in the new countries of the American 
continent and Australia private ownership generally 
prevails, and no more revenue is derived from this 
source than from any other taxed industry. The 
feudal idea of territorial ownership, a remnant of 
which still survives in those countries of Europe 
which retain their interests in the mines, is very dif- 
ferent from that of private ownership in fee simple as 
in America. This accounts for the difference in the 
revenues from this source. 

Sec. 7. But while the modern State has surren- 
dered the extractive industries, a great many others 
Other indus- have been undertaken, not so much as 
tries. sources of revenue as because of the im- 

portance of the public interests involved. Before the 
nineteenth century the most striking instances are of 
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the procluction of some commodity needed for the 
public service or of articles of an artistic and costly 
character. Examples of the latter are the Goheliii 
tapestries and the Sevres ware. In supplying arms, 
forts, vessels, public buildings, and the like there is no 
uniformity of practice among the nations. In only a 
few cases is the method regularly that of government 
production. There is a similar absence of uiiifoniaity 
in practice in regard to all those industries which in- 
volve large public interests for the conservation of 
which there is under private management no good 
guarantee. In some cases, as the water-supply, there 
is a general tendency in the direction of public own- 
ership. Whenever, as in this case, a public interest 
is absolutely paramount to every other consideration, 
there is little attempt to make the industry a source 
of revenue beyond what is necessary to maintain the 
service. These industries, therefore, tend rapidly to 
be supported by fees or taxes. Inasmuch as it is 
generally the importance of the public interest tliat 
led to the assumption of the industry by the govern- 
ment, this tendency is universal. Roads, canals, the 
water-supply, the post-office, telegraph, telephone, 
and the railroads all pass more or less rapidly tiirough 
these stages according to the importance ascribed to 
the public interest in them. As already seen, the 
post-office is now primarily supported by fees. The 
funds for the support of waterworks are generall}" 
collected from the users, as fees, or from certain 
classes of persons as special taxes, but seldom as 
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prices for the service. The experience of nations 
with State-owned railroads is too recent and too varied 
to be very instructive. States have been led into 
tlie ownership and operation of railroads : first, be- 
cause the roads needed the support of public credit ; 
second, because of military interests ; third, because 
of the failure of private companies to protect public 
interests. Railroads have more often been a source 
of public expenditure than of public revenue. In 
Prussia alone have the financial results been such as 
to add materially to the income of the treasury. 
The question of government ownership of railroads 
is one involving considerations broader than merely 
fiscal ones, and does not propei'ly belong to our sub- 
ject. In no case is it at all likely that merely fiscal 
considerations will have more than a deterrent effect 
upon the solution of the problem of the government’s 
action in regard to the management of the railroads. 

While the industrial, commercial, or other eco- 
nomic functions of the State are of continually grow- 
™P°"tanee, they are not likely to be 
to he a source ^ source of iiet reveiiue. No- 

of net revenue, where do we find principles that would 
lead us to anticipate that revenues of tliis character 
will ever supply the place of taxes. Indeed, if the 
usual evolution continues, these functions may be 
performed by the State without a special charge 
upon the benefited persons, and, while the liberties 
of the people in respect to the enjoyment of these 
facilities will be greater, the burden thrown unon 
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general taxation will be equally so. If a city now 
supplies a sewer system to citizens free of special 
charge except for first construction, it may with the 
same logic supply water. If a State furnishes roads 
at common cost, it may certainly so far modify the 
management of railroads as to apply the fee system 
and forego the collection of any surplus, though in 
this’ case, as in that of the post-office, there would 
seem to be as yet no sign of any tendency to go 
beyond the fee system. 
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THE GROWTH AND NATURE OF PUBLIC CREDIT 

Section 1. The national fifovemments of the eiv 
iiised world owed in 1908-1909 more than thirty-si> 
The eize of and one-half thousand millions of dollars, 
pubhedcUt,. OJ. one-half thousand million 

pounds sterling. With the addition of the debts 
owed by the local governments this sum will ex- 
ceed forty thousand millions of dollars, or eio-lit 

thousand million pounds. TJm nearest available 
iigures are : — 


N’ational debt of all countries, 1890 
National debt of all countries, 1908 


. $27,524,970,91;: 
36, 548, 455, 489 


According to the best available authorities th 
national indebtedness of the world increased foui 

^ 1 BastaWe, in Ws edition of ISO.S, says that the total of natiotr 

t £7,000,000,000 at rr 
me nineteenth century (p. 026). 
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fold between 1848 and 1890, and by 1908 it was 
fivefold.' 


Years 

Aggregate debt 

Increase 

Per cent 
ofIncreaBe 

1848' . 

. 1 7,627,692,215 



1860 . 

. 10,399,841,688 

§2,771,649,473 

30.34 

1870 . 

. 17,117,640,428 

6,718,298,740 

04.60 

1880 . 

. 27,421,037,643 

10,303,307,215 

60.19 

1890 . 

. 27,524,976,915 

103,939,272 

.38 

1908 . 

. 36,548,455,489 

,9,023,478,574 

■ 32.80 


[From best available sources.] 

' . • . ■ . 

The increase of national indebtedness between 

1880 and 1890 was comparatively slight. But this si 

was partly due to the payment of a large part of the 
^ national debt of the United States. The in(3rease 

since 1890 is largely attributable to the Boer War 
in England and to the Spanish- American War. | 

Other countries have continued tlie process of debt- i ! 

making — although less rapidly, owing to the continu- 
ance of peace. The above figures do not include | 

i pensions, which are really debts in the form of 

annuities.^ ' 

Tlie following table compiled from the Statesman's 
Year Book for 1906 gives the details of the population, 
indebtedness, and per capita debt on the account of 
the national governments only, t.)f twenty-four of the 
I most important nations. : 5 

■ ^ If these were included and capitalised at ten years’ purchase, 

i which would, perhaps, be a fair average, they would add to the 

^ debt of the United States at least ^1,500,000,000. 

' 

■ 

I 

i 
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EepO'BTed National Debt of Spegifieb Nations fob the 
^ Fiscal Year, 1904 - 1905 ' . 


, Per 

Total Debt Capita 
Deist 


Population 


COUNTET 


26 , 150 , 710 . $ 785 , 243,792 1 30 

19 , 254,560 1 , 060 , 067,854 56 

45 , 405,270 1 , 095 , 606,825 . ,„24 

7 , 074,910 606 , 762,617 86 

8 , 744,280 66 , 162,890 18 

2 , 464,770 65 , 269,644 26 

88 , 961,950 5 , 029 , 895,672 152 

60 , 605,180 828 , 290,188 14 

2 , 488,800 164 , 001,050 67 

88 , 476,120 2 , 424 , 448,985 72 

5 , 509,600 464 , 240,824 84 

2 , 240,100 71 , 057,217 82 

5 , 428,180 855 , 114,614 158 

6 , 400,000 264 , 728,487 41 

129 , 809,800 8 , 788 , 894,688 29 

2 , 676,990 80 , 786,818 84 

18 , 618,100 1 , 858 , 191,268 100 

5 , 260,810 108 , 808,418 20 

8 , 425,880 19 , 798,882 6 

24 , 028,900 587 , 767,716 22 

48 , 218,000 8 , 877 , 818,188 90 

81 , 511,815 989 , 866,772 12 

407 , 258,000 587 , 654,208 1 

46 , 782,200 488 , 942,912 10 


Austria . . , 

Hungary. • • 

A ustria-Hungary 
Belgium . - . 

Bulgaria . . . 

Denmark . . 

France . . . 

Germany . . . 
Greece . . . 

Italy . . . . 
Netherlands 
Norway . . . 

Portugal . , . 

Roiimania . . 

Russia . . . 

Servia . . . 
Spain .... 
Sweden . , . 

Switzerland . . 
Turkey . . . 

United Kingdom 
United States . 
China .... 
Japan . . . . 


The totals for the British Empire are: population 
325,54:0,000, total indebtedness ^7,190,748,560 
(^1,440,000,000), pr eapitam^ lO^. 

: ; i While the absolute amount of the debt has in- 
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creased, the burden has materially decreased since 
1880, owing to the increase in popula- 
tioii and wealth. In 1880, the national has decreased 
indebtedness of countries other than the 
United States amounted to $35.64 per capita, while 
in 1890 it was $32.90 per capita. During the same 
period the national debt of the United States was 
reduced absolutely by over a billion dollars, and 
relatively from $38.33 per capita to $14.24 per capita. 
The per capita debt for the world at large on the 
national accounts only was in 1909 about $26, that 
of the United States in tlie same year about $10. 
Of course statistics of this sort are neither perfectly 
accurate nor easy to interpret. The only proj^er 
comparison between ditfereiit countries would be that 
of the ratio of the interest charge to the annual in- 
come of the people. But the annual income is very 
difficult to ascertain, and tlie errors would, probably, 
be so great as to destroy tbe significance of the result. 
But the foregoing figures, while not absolutely correct, 
are sufficiently so to indicate that the policy of 
borrowing has become a most vital part of the system 
of public finance. The cause of the national debts 
is almost exclusively war and the preparation for 
war. If the expenses of war and its preparation had 
been excluded from their finances and the treasury 
relieved of the subsequent burden of interest, civih 
ised nations would have been easily able to meet 
their current expenses. In England the annual 
public-debt charges for interest and debt payments 
2 B 
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consume nearly one-fourth of the annual revenues 
from every source. The policy pursued hy England 
is to fix a permanent debt charge against the annual 
revenues and to use all that can be saveil therefrom 
over and above the interest charges for the payment 
of the principal. This so-called sinking fund system 
is suspended in time of war. The funded debt of 
France, the largest ever contracted by any country, 
imposes an interest charge of about 1,250,000,000 
francs upon a total revenue of about 3,500,000,000 
francs. If we include certain annuities and pensions, 
over one-third of the revenues of France are con- 
sumed in this way. 

Germany is the only country of importance that 
does not rely entirely upon the possibility of borrow- 
ing money in case of war. That country maintains 
a special cash reserve of 130,000,000, which is avail- 
able for immediate application to war purposes, should 
Germany's it be needed. Although the German Em- 

msA rrscrvc. pji.g 

1908 a debt of 1,588,000,000 marks. This is largely 
due to armament. So that, although Germany holds 
a cash reserve for military purposes, it is practically 
a bouowed one, and she is making her preparation 
for war on borrowed money. This policy does not 
differ essentially from that of other countries. In 
the middle ages, however, as in classical times, it 
was the practice of nations to accumulate a treasure 
for war purposes in advance, by collecting more 
revenue each year than was needed. This prac- 


CHAP. I 


PUBLIC INDEBTEDNESS 


371 


tice is now obsolete and is also indefensible as too 
costly.^ 

Modern nations, then, practise a method of deficit 
financiering. They make provision in their aniiiuil 
revenues for the current, regular, or DcficUfman- 
“ ordinary ” expenditures only, and rely 
for funds at other times upon their ability to borrow. 
What then constitutes this ability to borrow upon 
which so much reliance is placed tliat even the very 
existence of the nation is allowed to depend upfiii it ? 
Since when, and how is it, that nations have been 
able to rely so absolutely upon public credit ? Tlie 
answer to both these questions is contained in the 
analysis of public credit.*^ 

Seo. 2. Public credit is only one form of general 
credit, and it is comparatively easy to point out 
wherein the former differs from the lat- ^ 

Public credit 

ter. But credit in itself is by no means a form o/gcn^ 
easy to define. Scarcely any two of the 
able writers who have treated the subject are agreed 
as to its most important features. It has, moreover, 
as a term in common use, suffered so Difficult to 
many subtle changes in meaning in the defim; credit 
course of its history as to leave its modern signifi* 

^ See Bastable, p. 607. 

2 The first edition of this work was severely criticised for con- 
taining the analysis of public credit that is rcerabodied in tiiis 
edition. It may well be that a study of credit Is more approjniate 
to a work on economics than to one on public finance. But the 
finance minister of every nation is necessarily vitally conccnuMl 
about the credit he can command, and, appropriate ornotpbe sub- 
ject is of vital public importance in a fiscal relation. 
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eance full of dangerous variations. The ordinary 
business man uses the word daily to convey half a 
dozen or more different ideas without recognisino- 
the differences. Scientific writers have waged Iona 
and bitter controversies concerning its prc»per defini- 
tion.i Without going too deeply into the controversy, 
we may say that there are practically three opposing 
views as to the real nature of credit. First, there 
are those writers, who, like Nebenius and Rau, start 
from the etymological meaning of the 
to the nature <1110. maintain that tli 6 confidenc 6 , 

of credit. or trust, reposed by the creditor in the 
ability of the debtor to fulfil an agreement in the 
future is the chief element in credit.^ Second, there 
is a class of writers who, like Ivnies, regai’d this 
element of confidence, a mere psychical condition, as 
too intangible, too immaterial, to be of any value for 
a scientific definition. They proceed entirely from 
observation of those transactions which are said to 
involve the use of credit, and find in all such trans- 
actions one feature which is never present in trans- 
actions not designated as credit transactions. That 
feature is that the completion of tlie transaction is 
regarded as being postponed to a future time. This 
element of time, this postponement, must then, they 
argue, be the essence of credit. Credit is, in their 

1 A good idea of the extent of the controversy and of the con- 
flicting views can be gained from Knies, Dcr Kredit, Berlin, 1876. 

2 Nebenius, Der dffentUohe Credit^ Carlsruhe unci Baden, 2d ed., 

3d ed. , Heidelberg, 1851 ; 11. Abt.*[ 
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eyes, merely a means of transferring ownership tem- 
porarily, a means of paying for present goods ^Yith a 
greater quantity of future ones. Third, there is still 
another school, who, like McLeod, regard credit as 
analogous to money, money being regarded as repre- 
senting claims on the wealth of the whole comiiiunity, 
while a credit is a similar claim on the wealth of 
sonre particular individual. McLeod even goes so 
far as to identify the claim, the order, the promise to 
pay, or the right to demand with ‘‘ the credit.” A 
credit,” says McLeod, “in Law, Commerce, and 
Economics, is the Right which one Person, the Creel-- 
itor, has to compel another Person, tlie Debtor, to 
Pay or Do something.” 1 

Seo. 8. These definitions, apparently so contra- 
dictory, are not altogether irreconcilable. Tliey 
represent different points of view ratlier j^econdnatwn 
than real differences in meaning. Cer- 
tainly notliing but credit is described by any one of 
the three definitions, and certainly there are shades 

1 Theory of Credit^ Vol. I., p. 315. In a very sciiolarly article 
pablished in the Quarterly Journal of Economies^ January, 1894, 
Professor Sherwood discusses the nature and irechanisin of credit, 
in a way to throw a great deal of new light upon the subject, I 
do not believe that his analysis can be improved upon, ile dis- 
tingiiislies particularly the credit basis of money, as generic or 
universal credit (which he calls ** customary credits"’), from that 
of the commonly so-called credit transactions, which lie calls ‘‘for- 
mal credits.” It is with the latter only that we are rjoncerned 
here. Tliey are legally enforcible. They rest in the ecomvmlc 
sense “on a psychological trait of faith in the urufonidty and 
reasonableness of other men’s voluntary acts,” 
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of tlie meaning of the term that are aptly described 
by each of them. As is so often the case when a 
word in common use is defined for scientific pur- 
poses in several ways, we find that one definition fits 
certain classes of things covered by the term better 
than others. There are certain debts, for example, 
in which the element of trust is paramount, others 
in which that of time is more important, and again 
some in which the element of claim or demand is^the 
distinguishing thing. But it is also true that there 
are no eases of the existence of credit where all 
three of these features do not appear, the one or the 
other varying in importance as the case may be. 
To fully understand a thing so many-sided as credit, 
it is necessary to examine it from several points of 
view. 

If we start from the etymological meaning of the 
terra, Ave cannot afraid the conclusion that one of the 
chief elements of credit is trust. Certainly without 
that intangible, unmeasurable feeling or frame of 
mind known as confidence, trust, or faith, on 
Confidence a wliicli Knics pours SO much scorn, no 
debts wouUl have come into existence. 
As Professor Colin well says, “Credit 
rests on the development of opinions and institutions 
which arise with the genei'al advance of civilisa- 
tion. 1 Modern usage has not yet eliminated this 
original meaning from the term. It cannot be 
altogether incorrect to make this a part of the defi- 
^ GfundUgung^ p. 553. 
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nition. It is customary enough to conceive that 
credit or faith is reposed by tlie creditor in the 
debtor, and that it varies in amount, although never 
exactly measurable. But there are many credit 
transactions in which the element of trust shrinks 
into insignificance. An advance on a warehouse 
receipt, a Lombai'd loan, a pawnbroker’s advance, 
albof these and many like them are credit transac- 
tions, but the element of personal confidence plays 
little part in these. The creditor in thest; cases 
never has to consider the character of the d(3bior 
nor his ability or willingness to pay. After lie has 
satisfied himself as to tlie value of the security, all 
that he has to consider is the time the Timraim 
debt has to run. It must be admitted, 
then, that there are a number of cases of credit 
transactions in which the paramount element is that 
of time. The first two of the above-stated views of 
the nature of credit are, therefore, reconcilable in 
this way. They may be regarded as essentially the 
same with a difference in the emphasis, and it is 
correct to change the emphasis wlieii different kinds 
of debts are considered. Both of them ma}^ be 
covered by one definition, which ma}’ foi-twu reasons 
be called the subjective definition : (1 ) htMcinse it 
takes into consideration feelings, opinions, Le- trust, 
confidence, belief; (2) because it loidvs at (,*rcdii 
from the natural point of view of the ci‘editor who 
eiitertaiiis that trnst. 

Suhjeetive JJefinitiou. — From the subjective stanch 
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point credit is the confidence or trust reposed by 
one person in the ability of some other person to 
fulfil a promise at some future time. The emphasis 
will fall upon the feature of trust or upon that'of 

time according to the nature of the particular debt 
in point. 

^ But that is not all : we have yet to dispose of that 
view which identifies credit with the claim which 
the creditor has on the debtor. In one aspect this 
view seems absolutely contradictory to that whicli 
we have adopted. So much so that Knies ridicules 
It, considering it quite as absurd as the reasoniim of 
John Law. He says it makes the debtor give 
credit: he. he gives the claim, and the claim is 
credit. But McLeods reasoning is not so ea.sily 
The objective di.sposed of. He lias taken what may be 
point of view, called the objective view. He has 

sought out embodied credit. His, too, is the natu- 
ral point of view of the debtor. The opposition 
therefore, between the two views is more apparent 
than real, and arises from tlie fact that each is 
from a different point of view. There are two 
sides to the shield. The dehtor sells a claim (a 
chose in action) which is a more or less tangible 
thing having a present value, just as many another 
right has; as, for example, a patent right or a copy- 
right.. The debtor is concerned only with the value 
0 t ut claim. The creditor, however, looks beyond 
the claim and desires to know whether he can trust 
, in. the ability of the debtor to make the claim good. 





By a very natural analogy, too, the language of 
business says that the debtor enjoys good or bad 
credit, as though the trust reposed in him by others, 
ill whose minds it exists, really became an attribute 
of him. There is still more ground for Mc*.Leocrs 
view, for, as has already been remarked, it is often 
the nature of the claim created that adds to, or de- 
tracts from, the credit. Any man, in ordinary times, 
can obtain credit, if be comes prepared with collat- 
eral security and is ready to create a claim that is 
good on that in case his other resources fail him. 
It is clear, then, that the view of McLeod is im- 
portant, and also that it is supplementary to that 
already adopted. It reveals many phases of credit 
that cannot be seen at all from the subjective point 
of view. The two views taken together make a 
complete explanation. 

Objective Definition , — From the objective stand- 
point, credit is embodied in claims which are ac- 
cepted by the creditor in payment. These objective 
claims have a value like every other exchangeable 
commodity, and are recorded in the various ‘‘ instru- 
ments of credit.” 

If these two definitions are accepted, we can pro- 
ceed to point out wherein public credit differs from 
ordinary or private credit. The pecml- }*uhiic en^dit 
iar conditions which distiriguisli rinblic 
credit from ordinary credit arise from ervdiL 
the fact that the debtor is the State. The State, 
being above the law, cannot be compelled, as the 
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private individual can, to paj its debts. Public 
credit is therefore subjectively defined as tlie eonfi- 
deuce or trust reposed in the ability and willingness 
of the debtor (the State) to fulfil its promises atlorae 
future time. Objectively the claim (in this ease the 
bond) shrinks to the character of an unsupported 
although generally accepted promise. Tliere are, to 
be sure, some important cases in which the claim is 
apparently supported by something more definite 
than the mere promise of the debtor ; as, for example, 
when the revenues from certain productive enter- 
prises are pledged for the support of the debt 
charges. But even in these cases, the creditor has 
no real resource against intentional bad faith. In 
general the subjective standpoint gives a better 
view of public credit than the objective, because 
the claims cannot be enforced. 

The fact that the debtor is the State has other 
important consequences. (1) The State has sover- 
eign power and can compel its subjects to lend to 
it, or, on the other hand, the creditor may make 

terms than he 

public credit 'vould Otherwise accept, from motives 
and private, of patriotism. (2) The debtor State 
lives forever, and hence can make perpetual debts. 
(3) Its affairs are all open to inspection, and the 
would-be creditor has full opportunity to know its 
ability to pay. (4) Public credit may be divided 
into various parts, according as it is the credit of the 
central government or of some subordinate depart- 
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ment that is being considered. The consideration 
of the relations of the different parts of the govern- 
ment in this respect belongs to the field of public 
law rather than to that of public finance. 

Sec. 4. Public credit was necessarily later in 
development than private credit. General habits 
of lending on a large scale had to be 
established before nations could borrow. vdopnifuf of 
Tlie bankers and brokers of the world 
liad to develop the machinery for handling evi- 
dences of debt before lai'ge public loans could be 
placed. Then, too, inasmuch as the objective evi- 
dences of debt in the case of the government were 
nothing but the unsupported promises of the gov- 
ernment, confidence that these promises would be 
kept bad to grow. At first the assurance rested on 
the honour of the monarch, or upon some pledge or 
security given by him, such as the crown jewels, crown 
lands, a lease of the revenues, and the like. But 
later, as Bastable so ably shows, ^ the development of 
public credit goes liand in hand witli the develop- 
ment of constitutional government. It would seem 
that the control of the purse by the very persons 
who were to pay the taxes gave a steadiness and 
security to the iinancial administration that arousei! 
the confidence of money owners. 

Sec. 5. Much attention has been given by differ- 
ent authors to the economic effects of public bor- 
rowing. It is now pretty well agreed that piublic 
^ P.579. 


borromng does not, as was once taugl.t,x create new 
wealth except indirectly, through the use made of 
the capital taken when it is used productively. 
Economic the Other hand, does public bor 

directly destroy wealth.' 

Ihe money borrowed may be devoted to 
some form of rapid consumption, as in war. In this 
ease the de.struction of wealth is determined by the 
me of expenditure decided upon, not by the bor- 
rowing merely. B„t the feasibility of obtaining 
arge sums in this way is said to lead to more ex- 
travagant expenditure than would otherwise be in- 

be dithcult. The consumed wealth is replaced by 
c aims upon future wealth which are not of such a 

c aracal- as to be available as productive capital 
_ Ut the hiss incurred is distributed over many years 
instead of being concentrated in a few. As in the 

wl il „ of a oation 

t nastc of war, not from tlie borrowing. For a 
State to borrow for a productive purpose has no other 

thTmne ^ Private corporation to do 

Sk, 6 Th„a has also been some discussion of 

and them d^ffermg eoonomio e#ects. Somotimos it 
ha. boon „ia.n.«J that taiga loans i„vol™ less 

; i ; I ^ “ TliG pufaUc funds a mine of gold.” 
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disturbance of domestic industry. The iutiiuate re- 
lation existing between modern nations jsfo serious dif- 
iii their commercial and industrial en- fmticr in the 
terprises destroys to-day almost all the ifg^^lrdomcs- 
significance that might formerly have loaiis. 
attached to such a discussion. The payment of the 
B'rench indemnity of 5,000,000,000 francs to Germany 
after the war of 1870 was carried out in. twenty- 
seven months, and not one single serious difficulty 
or disorder in the financial centres was produced 
by it.^ So great is the mobility of modern capi- 
tal and so vast are the current transactions, tliat all 
of this money could be easily turned into the same 
stream without disturbing its placid surface. 

Public credit is a plant of slow growth ; more than 
that, it is a delicate plant. It may be The frailty of 
injured beyond recoveiy by a single case 
of failure to fulfil the promise in wdiich it found 
expression. Many of the commonwealths of the 
United States have repudiated their debts, nnd have 
since then recovered their power to borrow but 
slowly, and in some instances scarcely at all.^ Weak 
nations wliidi may be or have been coerced by 
stronger and wealthier nations in the interest of 

1 Bhjckw<m(Vs Edhihurrjh Febmary, IST^V pp. 172-187. 

2 Under tho , Eleventh Amendment to tlie federal CoiisUtutioiu 

a state cannot be sued in a federal court. This is contrary to the 
orijT'inal intention of the Constitution. See my .Dus 

Kredihof'sen dor Stankn, mid Stddte dor Nordanieribnn’sch m 
Union ill seiner historlsehen Eutx*nc.kelunif Jena, isui. lyuypt is 
a good example of foreign coercion to enforce debt payment. 


m 
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former, generally borrow 
independent nations, or 
tious, which have failed 
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great measure upon the 
public law. Generally sp 
poration,” when acting h 
prescribed to it, is like 
obligations can be enfomerl 
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■ to njeet their obli; 


CHAPTER II 


FOEMS OF PUBLIC DEBTS 

Section 1. Governments may borrow money in 
almost any of the ways which an individual iiuiy 
use. These different forms can be best CTr/s.s‘^/^m^^ 7 Vr^^ 
made clear in connection with their clas- 
sification. The principles upon which a on which elch 
useful classification can be built are those 
developed in the preceding chapters. Public debts 
are forms of public credit, and the kind of credit 
upon which each debt is based can be shown in the 
classification. Some light can be thrown on the 
different forms of debt by a review of the older 
classifications. One of the commonest distinctions 
is that between funded and floating debts. Orig- 
inally, this distinction was very simple, and corre- 
spondingly useful. In the words of Adam Smith : 
“•Nations, like private men, have gen- 
erally begun to borrow upon what may unfunded 
be called personal credit, \^'ithout assign- 
ing or mortgaging any particular fund for the pay- 
ment of the debt ; and when this revsource has failed 
them, they liave gone on to borrow u{Km assignments 
or mortgages of particular funds.” The first of 
these is the unfunded debt, the other is the funded 
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debt.i But altliough tliese terms are still in com- 
mon use, the meaning attributed to them lias so 
entirely changed, tliat to-day the so-called floadim 
or unfunded debt consists, in largo part, of out- 
standing claims upon very definite re\-enues, while 
It IS often the ease that no particular fund or source 
of revenue is directly pledged for the payment of 
the so-called funded debt. Hence it is tliat Pro- 
fessor Colm treats Smith s grounds of distinction as 
antiquated, and says that the real distinction is 
found in the fact that the funded debts are those 
of longer duration, and tiie floating debts those of 
shorter duration, “although,” he adds, “different 
causes and purposes of credit lie behind the differ- 
ence in duration.”^_ The most elaborate attempt 
.Wagner’s to explain tlie modern use of these 
distincRcns. ^ terms is that of Wagner. As it is so 
complete, it is well worth suinmarisiiig here. Funded 
and floating debts can be distinguished by the fol- 
lowing characteristics, which are more or less clearly 
recognisable in the different eases : (]) the purpose 
ot the loan — floating debts are generally for rapidly 
passing needs, especially for the payment of the 
current dues of the treasury : funded debts are to 
supply the capital for permanent needs of the civic 
household ; (2) continuance of the debt — together 
with the former characteristic, relatively shorter 
continuance of floating debts, at least in intention ; 

, ^ Wealth of Ifations, Bk. Y., Chap. III. 

^ ^inanzioiaaetischa/t^ p. 767. 
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longer continuance of funded ; (3) the legal con- 
ditions of repayment — in tlie case of floating debts 
the different items are repayable at sight or mthiii 
a comparatively short period,; in that of the funded, 
the creditor has a more limited control over the 
principal, the debtor (the State) being bound to re- 
payment according to a fixed plan for aroortisatiun, 
or making no agreement as to the repayment of the 
principal* This last is regarded as the essential 
testd 

The difficulty found in drawing a sharp line be- 
tween these two classes arises from the fact that the 
distinction is at best purely an <arbitrary one. It 
may differ from state to state, or from time to time 
ill the same state, according to the temporary whiiii 
of the public official or statistician. The terms are 
relative ones. By a floating debt is generally meant 
one that is regarded by the person using the term 
as a temporary one. One official will call debt 
temporary, or a floating debt, which has three, five, 
or even ten years to run ; while another will refuse 
the term to any debt that is to run longer than 
six months or a year. Strictly speaking, the term 

floating debt ” ought never to be applied to any 
debt that is, on tlie face of it, to run beyond 

^ Most writers make use of these terms ; few liavo defined them 
so accurately as Warner. For example, Adams, iJehtu^ 

p. 147, concedes tln^ term floating debt ” only to those in which tlie 
government retains the right to investigate each particular claim. 
This necessitates a new class of “ temporary debts,*’ coasisiiag of 
treasurer’s notes, bills of exchequer, and the like. 

Co 
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the end of the fiscal year next succeeding that in 
: which it is 'created. 'But there is no : established 
custom for siich a limitation. In trying to draw a 
sharp line between these two classes, we meet with 
the same diBiciilty that we met in attempting to dis- 
tinguish between direct and indirect taxes. But we 
have even less to go upon. Official, statutory, and 
scientific usage values so much that nothing is gained 
by attempting to collate all the ineanings. Even 
for the most general scientific purposes, therefore, 
these terms are of little value, and for the purposes 
of classification the distinction is absolutely useless. 

Sec. 2. There are two, and only two, ways in 
which a State may borrow. It may compel persons 
Forced loans lend to it, or it may offer terms to 
and conirac- which persons agree. The first of these 
will he called, for convenience, forced 
loans; the second contractual.^ This distinction into 
two classes according to the motives appealed to is 
primary. The first class consists of loans that are 
now comparatively unimportant and rare. They 
were once more common.^ Few nations now have 
I'esort to forced loans, even to the limited extent of 

1 Leroy-Beaulieu, Adams, andBastable make use of a third class 
called “patriotic ” loans. They have three classes, forced, patri- 
otic, and “ voluntary.” The need of this second class is not clear. 
The patriot differs from the other creditors only in that he accepts 
worse terms, or apparently such. Unless he waive all claim to 
repayment, in which case there is no debt, his loan differs from 
those of the third class only in that it is even more “ voluntary.” 

2 See Roscber, § 132. 
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paying tlieir current expenses in bonds, and compel- 
■ling pei*sons having claims to accept them. There is 
a form of quasi-forced loan, that is of some interest. 
^'Tliat is the use of irredeemable paper irredeemable 
money. This is very coinmoiil}" spoken of nioney. 
as a forced loan. It must be observed, however, that 
it is a loan only when the government making such 
issues, directly or indirectly, promises to redeem the 
notes at some future time. Otherwise no debt has 
been created. When such money is issued with the 
purpose of retaining it in circulation permaiieiitly, it 
is not, in intention at least, a debt; but it is a form 
of forced payment more akin to a tax. Even when 
there is a promise to redeem the money at some 
future time, this forced loan sliows few of the fiuida- 
niental features of a debt. Every debt involves the 
use of creditd Now from the subjective side there 
is little or no credit involved in this case. The 
trust or confidence amounts to notliing more than a 
belief in the stability of the government and a readi- 
ness to obey its authority. From the objective side 
the creditor, if we may call him such, receives a 
claim that is satisfiable not from tlie goods of the 
debtor as in other cases, but from tiie goods of the 
community, and that by law. Unlike money of 
"Minal redemption,” these notes cannot properly 
be said to be based even upon customary credit. 
From both points of view, then, these so-called 


^ Formal credit, to use Professor Slier wood’s term ; see note, 
p. 873. 
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forced loans are scarcely more than quasi-debts, 
riiey are also quasi-taxes. Dietzel maintained that 
these loans were merely taxes. 

Sec. 3. Among the contractual debts the first 
thing that strikes us is that certain of the contracts 
contain features especially intended to add to or 
insure the confidence of the creditor, while in others 
there is little or nothing looking to that end. This 
at once suggests two natural subdivisions of con- 
Dinisionsof fi^^ctual debts. On the objective side 
the first class consists of claims good 
(1) upon particular funds, or (2) upon 
particular revenues or the revenues of a particular 
period, or (3) upon certain definite portions of the 
general revenue permanently set aside to meet them. 

hese three bases for the claims suggest three natural 
subdivisions of the first class. Of these three again, 
the second, consisting of those claims which bear 
upon certain definite revenues, may be most conven- 
iently analysed according to the classification that 
was adopted for public revenues. 

The most important element of those debts, the 
mmtracts for which contain no provisions directly 
^tended to insure the confidence of would-be cred- 
itors, is the length of time that the debt has to run 
or, what is much the same thing, the relative size of 
the demands made thereby on the general revenue. 
Here we find that certain contracts call (1) for the 
repayment of the principal only, some (2) for the 
payment of principal and interest, while otliers 
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(3) call for tlie payment of interest only. To 
shorten the matter, tlie whole classification will now 
be presented in the form of a table. The names of 
the classes are genei’aHy self-explanatory, but in 
some cases, for clearness’ sake, a concrete or a gen- 
eral example is appeiided. 

I, Foeced Debts: (Now mostly obsolete. Akin 
thereto are the quasi-debts in the form of irre- 
deemable paper money.) 

II. CONTRACTITAL DeBTS : 

A. The contracts for which contain provisions 
directly intended or calculated to insure 
additional confidence. Such confidence rest- 
ing: 

1. On the fact that the sums received from 
the creditor are not expended but are 
retained to meet the debt charges. 

These are of two kinds : 
a. Voluntary deposits : 

1) Without interest. Ex. Post- 
office orders. 

2) With interest. Ex. Deposits in 
public banks, etc. 

- 3) Insurance (not compulsory). 

5. Statutory deposits : 

1) Guarantee funds of various kinds, 
with and without interest. Ex, 
Deposits by insurance companies 
to protect policy-holders, etc. 

2) Lisiirance (compulsory). 
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3) Deposits of coin or bullion to 
secure circulating ' notes. Ex. 

■United States silver and gold 

certificates. 

4) Estates in hands of the courts 
pending litigation. 

2. On the fact that definitely specified 
revenues are set aside for the payment 
of the debt (subdivided according to the 
classification of revenues). 
a. Based generally on the revenues of a 
definite period. Debts contracted in 
anticipation of the revenues. Ex- 
chequer bills and redeemable notes. 
h. Based on prices or rates. Ex. Money 
borrowed for the establishment of 
some productive enterprises carried 
on in a manner similar to private 
enterprises of the same character. 
e. Based on fees. Ex. Some Municipal 
bonds for waterworks. 
d. Based on special taxes : 

1) By the method of farming taxes 
(now obsolete). 

2) By appropriating special taxes 
(or a percentage of all taxes), 
and putting the funds thus re- 
ceived into the hands of trus- 
tees, for the payment of the 
debt. 


.1 - 
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B* . Where conficlence ■ is- so , assured that no 
special ineans are taken to' arouse it. Clas- 
sified according to the thing promised: 

1. Principal onl 3 ^ -Ex, Redeemable notes- 
(money) not legal tender, and not as- 
sured by any deposit. 

2. Principal and interest : 

Bonds sold in the market for wliat 
they will bring, and bearing a fixed 
rate of interest, payable at a set time 
or ill instalments. 

b, x4.nniiities, terminable at the end of 
a definite or indefinite period, as a 
term of years or a life, so calculated 
tliat at tlie end of the period tlie 
amount paid shall equal the princi- 
pal and interest. These may be in 
many different forms; they may be 
arranged in the form of life annui- 
ties, of pensions, of lotteries, or in 
that of tontines and the like. 

3. Interest only ; ■ . ^ 

< 1 . Perpetual bonds,” in the case of 
which the creditor has no right to 
demand the payment of the bond 
within any definite period, but the 
government may generally, after a 
fixed time has elapsed, redeem the 
bonds for a stated sum. 
b. Permanent annuities. 
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Seo. 4. In the great majority of eases in modern 
times, the leading nations are able to borrow with- 
out particular reference to any special means of 
arousing confidence. The long period through 
which they have faithfully fulfilled all their obliga- 
tions has so thoroughly established their credit that 
-i/eans of bonds Stand among the best seeuri- 

aiiwing ties ou the market. The only chano-es 

CTcditOTS T O ^ 

that can be made in these debts are such 
as are intended to make the annual burden as small 
as possible. Some of the things desired by creditors, 
and which, while not affecting the credit of the 
borrowing State, yet add to the readiness with which 
the bonds sell, are (1) that the debt shall not be 
redeemed arbitrarily for a capital sum which would 
not yield, at the market rate of interest, the same 
annual income as the bond ; (2) tliat any chance 
gains that may arise, as from a fall in the market 
rate of interest, may, for a time at least, accrue 
definitely to the holder. 

By far the larger part of European debts consist 
of the so-called “perpetual” bonds. These bonds, 
“Perpetual” wliich generally name a certain capital 

bonds. sum at which they may be redeemed, con- 
tain no date at which they mature. They are re- 
deemable whenever the debtor (the State) chooses, 
subject in some instances to certain limitations for 
the greater security of the lender ; for example, the 
publication of notice of intention to redeem or prom- 
ise not to redeem for a certain period. These “ per- 
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petual’' bonds are for both parties a very convenieiit 
form. What they amount to is that ; the State sells 
an annuity for what it will bring,.-, with the privileg.e 
of redeeming it at any time for a certain suiii, but it 
cannot be compelled to redeem it at any iiicoiiveiiieiit 
time. The creditor,, owing. tO' .the, publicity -wliieli, 
to-day attends all public affairs, knows what provi- 
sion can be made for the repayment, and consequently 
knows approximately how long Ms annuity will run. 
He can, moreover, easily dispose of it through the 
stock market if lie should need '.the ino-ney, for other 
piirp-oses. . 

This form was once used in -the United States, but 
traditions of rapid pa)uiient led to the adoption of 
different forms. ^ The first debts of the 
United States had been made in the fonii 
of simple perpetual bonds with no limits, 

The debts created after the War of 1812 were also 
of that variety, with a limit of time set within which 
it was promised not to redeem them. But the varia- 
tion just referred to wms introduced in 1862. This 
form has been called the ^‘limited option’’ debt. 
The bonds were redeemable at the pleasure of the 
United States after five years, and payable twenty 
years from date ” of issue. They were called five- 
twenties.” A similar plan was followed in the so- 
called ten-forties.” The only advantage gained by 
thus fixing a limit at which the creditor is to expect 
the payment is that tlie fiscal officers may have a 
^ See Adams, Public Debts, p. 162. 
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definite goal toward which to work* If a termiii is 
set, .it'is' easy to urge the. extinction of the.debt at or 
before that tiiiie, and coiiseqnently the adoption of 
speciarmeaiis aiid eftVjrts to\mxl that end. 

Sec. 5. Next in bulk are the ‘Heniiiiiable” aiiiiiii* 
ties. These may be terminable at the end of a cer- 
^<TerimnaUe'^ tail! period 01* at the death of the holder. 
anvuUics. Life annuities, botli iipoii individual lives 
and upon the tontine pland are old favourites. But 
as forms of original loans they are giving way to the 
perpetual bonds. Life and other terminable annui- 
ties have the advantage of affording an easy means 
of debt payment ; and in this respect, on accoimt of 
the accurate knowledge of the amount to be paid, 
those terminating at a definite time are the preferable. 
But inasmuch as the annual payments must be larger 
than the interest by an amount calculated to equal 
the principal or cost at the termination of the period, 
these annuities impose a heavier constant burden 
upon the taxes. In the case of perpetual bonds no 
provision is obligatorily made for amortisation, and 
consequently the fiscal officers have a better control 
over the expenditure for this pui*pose. At a time of 
great pressure on the revenues tlie perpetual bonds 
offer a better means of raising money than the termi- 
nable annuities, inasmuch as they will impose a 

1 This plan, now made familiar again by its adaptation to life- 
insurance business, is to make over in succession to the surviving 
members of a group of annuitants the shares of the members who 
die. The last survivor gets the whole amount, until his death closes 
the account. 
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smaller burden for the time being. But when the 
difiieiilty is over, it is not infrequently the practice 
to turn some portion of the debt into the form of 
terminable annuities, as that imposes upon future 
officials a fixed policy of debt payment. The in vest- 
ing public finds little or no absolute advantage in 
this form, for it is relatively hard to save up the 
priiicipal again, coming as it does in driblets, and the 
salable value of the security decreases coiitiiuially, 
so that the command over the remaining portion of 
the principal is never good. 

Sec. 6. Another favourite European form is that 
of lottery loans. A somewhat lower rate of interest 
on the loan is offered than would other- 

Lottery loans. 

wise be accepted, and the balance of the 
amount is divided among the holders of the secur- 
ities on the lottery plan. Inasmuch as this is in- 
tended to appeal to the general love of gambling, 
the bonds ai e for small amounts, and are sold to the 
people. The plans for determining the divsposition 
of the winnings of tlie lottery are varied. A com- 
bination of the annuity loan with the lottery loan is 
made when the State agrees to pay a certain pro- 
portion of the debt each year, the determination of 
which portion of the debt, or of which particular 
bonds, will be paid being made by drawings. 

Sec. 7. In all of these forms of debt-making the 
chief problem of the practical financier is to fix the 
rate of interest as near as possible to the market 
rate. It is best tliat it should not be below the 
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market rate, for in that ease the bonds ■will sell for 
Fixing the less than par, and the go-verninent will 

rate of interest, back a larger sum than it 

receives. This addition is accumulated and com- 
pounded interest, which it is presumably easier to 
pay in annual instalments than at one time. The 
amount of the discount at which such bonds will sell 
depends, in part, on the length of time that tliey 
have to run. ^ 

Wlien the market rate of interest falls, as it gen- 
erally does in time of peace, below that at which the 
debt was contracted, it is generally desirable to 
reduce the rate of interest on the debt. If, there- 
fore, the government can call in its bonds, it goes 
through the process of refunding; that is, it issues 
new bonds at the new rate of interest, and pays off 
the old ones with the proceeds. This advantage is 
peculiar to the perpetual bonds, and is consequently 
made use of whenever the rate of interest falls 
which fact can be ascertained from the quotations 
of the bonds on the stock market. 

Sec. 8. Perhaps next in importance to the great 
categories of debts we have been discussing are 
Saw included in the classification as 

based upon specified revenues (II- A. 2). 

Of these, only those based upon the revenues of a 
definite period are common in national financiering. 
Most of the others, however, are common in local 
and municipal finances. Inasmuch as many taxes 
are payable only at certain times of the year, gener- 
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ally oiil}^ once or twice, while the expenses run on 
through the whole year, there may be times when 
the treasury owes more than it has on hand. Some 
of these debts will be bills of account; others will 
be repi*esented by notes of various kinds which the 
treasurer uses to pay bills with or discounts to ob- 
tain money. The latter, called ^‘exchequer bills,” 
‘treasury notes,” and the like, are generally willingly 
accepted, and often pass freely from hand to hand. 
They usually bear interest at the lowest market rate.^ 
They are properly regarded as debts of the treasury 
rather than debts of the government, and are pay- 
able out of the next incoming revenues. These bills 
may swell to large amounts in times of sudden press- 
ure on the finances, or they may be carelessly 
allowed to accumulate year by year, until they must 
be funded, or, perhaps, included in some general 
refunding or consolidation act. 

In some cases, governments pay their debts or pay 
public salaries by “-warrants” drawn upon the treas- 
ury at a time when the treasury is empty. The 
recipient of the warrant has one of two options: 
(1) he may wait until the treasury is refilled by the 
collection of the taxes ; or (2) he may discount his 
warrant by selling it to some banker or broker, who 
presents it in due course. Not infrequently the 
shaving of warrants,” as this form of discounting 
is called, develops serious abuses. In any event, 

1 111 1804-1805 English exchequer hills for March bore interest 
at the rate of 1-| and 1 per cent ; June bills, 2| and 1|: per cent. 
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thro, wing the cost of 'Waiting upon tlie.claiinaiit is an; 
.abuse,' and ' constitutes a . tacit ■ repudiation . of the 
agreement with the claimant. 

, Sec. 9. Borrowing to secure the means for 'enter- 
ing upon some productive enterprise is the chief 
Productive cause of the debts of tlie several States 
loans. comprising federal States and of local 

governments. Cities borrow to build waterworlvs, to 
construct street railroads, to establish a gas or light- 
ing plant, etc. Ill the United States the different 
commonwealths have borrowed to aid in the con- 
struction of railroads or to establish banks. The 
enterprise in which the funds thus acquired are 
invested furnishes an additional security for the 
loan, and enliances the credit of the local body, 
because it is supposed that the enterprise itself will 
yield the interest and other debt charges. There 
are two ways of managing such enterprises. One 
is by selling the commodity or service produced ; the 
other is by the assessment of a fee upon the users. 
So far as the debt is concerned there is little differ- 
ence in these two methods. The former, however, 
introduces a speculative element, while the latter is 
more regular in its returns. Sometimes such enter- 
prises fall, and the interest has to be paid out of the 
revenue from taxation. Not infrequently debts of this 
same kind are made to render assistance to private 
companies, and the expectation is tliat the companies 
will meet the interest charges. The bulk of local 
debts the world over are of this general character. 
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National governments, too, have sometimes con- 
tracted debts of this sort. Thus. Prussia’s debt: was 
almost all incurred for .the purchase of 
railroads, which pay the interest and 
provide for the sinking fund. Other countries of 
Europe have similar invested ” ■ debts. The United 
States has ' given .aid to railroads, but on terms that 
give»^ no' real, surety that .the debt charges will ever, 
be met , by , the roads. , / ' The wisdom ' of . such loans 
depends solely on the wisdom of entering, upon such 
enterprises.' It may even be wise under, certain '.cir- 
cumstances to advance money borrowed in this way 
to private companies which promise to provide some 
much-needed facilities, even without any hope that 
the interest and debt charges will be met in any 
other way than by taxation. That such debts when 
contracted should be treated in the same iiianiier as 
any other debts, and paid as soon as possible, is a 
matter of good business management. The failure 
of the assisted private enterprise to make good the 
sums expended is no reason for the refusal of the 
government to meet ‘the obligations thus incurred, 
and refusal under such circumstances is as destruc- 
tive of credit as would be the failure to meet any 
other obligation. 

The nature of all the remaining forms of debt is 
clear from their names in the table. A good many 
of them are merely formal in character and are in- 
curred in carrying out some of the regular processes 
of business or law. Such debts are never included 
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in the sum total of the ■■burden of debt, because the 
sums out of which they are to be met are received 
when the debt is contracted and retained until the 
debt is due. They are never, except in the case of 
the grossest mismanagement, a burden on the reve- 
nues. 

These different forms of debts are all in constant 
use, and the indebtedness of any nation will show 
A system of almost all of them. The experience of 
public debts. Biost advanced nation shows that 

there is as much need of a systematic arrangement 
of the different forms of debts as there is of the dif- 
ferent forms of taxes. The various kinds of stocks 
are adapted to the differing needs of the treasury 
and the tastes of the lenders. The former must be 
consulted, perforce; the latter, if it is desired to 
obtain the most favourable terms; hence the scope 
for the exercise of good judgment on the part of the 
fiscal officers in the choice of forms. 


CHAPTER III 


NEGOTIATION, PAYMENT OP INTEREST, CONVERSION, 
AND REDEMPTION OP DEBT 

■3 ■ 

Section 1. There are practically two methods for 
the negotiation of a public loan. One is to prepare 
the bonds or other eyidences of debt for ^ , 

sale, lixiiig all the conditions and offer- of negotiating 
ing them to all comers who will accept 
those conditions. The other is to determine the 
amount to be raised, and then to negotiate witli 
bankers or capitalists or other persons in order to 
ascertain on what terms the sum can be raised. 
There are, of course, many variations of these plans, 
but these are the principal ones. In the first case 
the State loses in a measure the advantage of com- 
petition between the lenders. One of the best 
examples of this method is the so-called ‘'‘•popular 
subscription.” For example, a State decides to issue 
a certain number of bonds at a fixed rate of interest, 
selling them to all comers at a stated price. Cer- 
tain places are designated for the reception of sub- 
scriptions. If the terms offered are too low, i,e, 
offer too little advantage to the purchasers, it may 
be that only a part of the loan will be taken up. If 
they are too high, the State, of course, suffers a loss. 
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111: tliis case everyfclnng' depends on tlie ,libility of the 
fiscal; o.flicers to ■gauge;, the . market. This' task ns: 
comparatiYely easy if ■ "the ■. State ' already has .'a ' .large , 
number of stocks outstanding, the market price of 
which will roughly indicate the possible rate of 
interest that will be accepted on a public loan. But 
the extent to which the new loan will probably de- 
press the market will have to be eonsidered. 

If the second method be the one chosen, the State 
lets it be known that bids for a certain sum are 
desired. The bankez's and capitalists, and sometimes 
the public at large, then compete for the privilege of 
taking either the whole issue or a part of it. The 
different bankers offer to provide the whole or a part 
of the money needed at a certain rate of interest, or 
if the face of the bonds and the rate of interest have 
been fixed, offer to buy the stocks at a certain rate, 
generally quoted Jis so much per hundred. The most 
favourable terms oflfered by reliable bidders are then 
accepted, and they deliver the money in mass or in 
instalments to the treasury, in such form as may have 
been agreed upon, receiving in return the securities, 
which they are then at liberty to dispose of as they 
see fit. If the market price rises, the gain goes to 
the capitalists ; if it falls, they lose. Of course the 
sums needed often exceed the wealth of any one 
person or group of persons, and each purchaser has 
to depend on his ability to dispose of the securities 
to raise the money to meet his agreement. 

In both of these oases various secondary coiisidera- 
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tions as to the form of the loan, the length of time 
it has to run, etc., affect the result. Sometimes it 
has been deemed wise to combine the two methods. 
That is, to negotiate with the bankers for terms on 
a part of the debt, and then to offer another part on 
similar terms to popular subscription, or even to 
allow of more genei'al competition as to the terms. 

Sec. 2. The amount of the interest or the rate is 

the chief factor in the negotiation of a debt; but the 

place and times of payment and the kind piace of pay- 

of money in which payment will be made ^nent of inter- 
est, and minor 

are minor considerations ot considerable considera- 
weight. So, also, is the size of the bonds. 

In the case of popular loans which are intended to 
be subscribed for by the mass of the people, the 
bonds must be for small amounts ; in other cases the 
units may be larger. There is no uniformity in this 
matter. The larger the bonds can be made, the 
easier it is for the treasury to manage the debt. Of 
some importance, too, is the choice between bonds 
that are payable to the holder, or to certain persons 
by name, and those payable to persons registered on 
the books of the State. If the bonds are payable to 
the holder, there is no need of a record of the holders 
by the government. The government is also spared 
the trouble and expense of recording changes in 
ownership. But there is an advantage of greater 
safety to the holders in the case of the recorded 
bonds, wliich are thus insured against loss or theft. 

It is in general customary to determine the place 
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at which the interest, etc., will be paid. This is 
frequently some important commercial centre, some- 
„ , . times the treasury of the State. If in 

some comnier- the countiy issiiiiig tlic boiids there be 
aa ccntic. circulation a debased, reduiidant, or 

depreciating currencj^ it is often agreed to pay the 
interest in some foreign commercial centre, or in 
foreign money, in order to secure pajmient in a stable 
currency. Thus many of the commonwealths of the 
United States which contracted debts between 1830 
and 1850 agreed to pay the interest in London in 
order to insure the payment in gold, and to guard 
their creditors against loss from the depreciated cur- 
rency tlien in circulation. Wlien the States appealed 
to Congress for assistance in the i)a}Mnent of their 
debts in 1842,^ this was alleged as a feature involving 
special hardship. A large part of Russia’s debt is 
payable in Holland and England, and in all of it the 
kind of money is specified. The same is true of the 
debts of many other countries. 

Sec. 3, Wliile it is often necessary, in order to 
obtain tlie required funds on the best terms, to offer 
Conversion of many different forms of public securities, 
the debt a time of absence of pressure it 

may become desirable to simplify these forms and 
to consolidate the debt. This involves the calling 
in of the outstanding paper and its conversion into 


i ^ See Johnson, Eeporton the Belief of the States^ 27th Con., 3d 
Sess., House, No. «a perfect mine of information on the his- 
tory of public debts hi the United States up to 1842. 
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another form, Conyersion is generally iiiiclertaken 
when a fall in the rate of interest offers the State an 
opportunity to gain by the process. The reduetion 
of the rate of interest is possible whenever the State 
enjoys the privilege of repayment. It can then offer 
the creditor the choice of payment (for wbicli it 
could obtain the money by the sale of new bonds at 
tha new I'ateof interest) or of new securities at the 
lower rate. This mode of conversion or reduction of 
interest is, of course, perfectly legitimate. The re- 
duction of the rate arbitrarily ■without the consent of 
the creditors is as much repudiation as the refusal to 
pay altogether. It is by • numerous conversions and 
consolidations that the rate of interest on the bulk of 
the debt of Great Britain has been reduced as low as 
2| per cent.'' , 

Sec. 4. The best justification of debt-making is 
that it distributes the burden of some heavy expenses 
upon a later period. The cost of this postponement 
is the payment of the annual interest. In order to 
fulfil the intention of the loan and to Debts 77 iusi 
get rid of the cost of the process, it is 
necessary to pay the debt. If these two reasons were 
not sufficient, the danger of the recurrence of similar 
extraordinary needs and new appeals to credit, and 
the eventual danger of bankruptcy, point in the same 
direction. As we have already seen, some of the 
forms of debts contain within themselves the provi- 
sion for payment. Life and terminable annuities 
involve the payment of the principal in annual instal- 
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meiits. Other .forms:' call for payment iii larger m» 
stalments or at a definite termin,,,for, whicli provision 
must be made by the .collection of funds beforehand. 
If, however, the -expiration of the period finds, .the 
debtor State not in the possession of tlie fends needed, 
it may have to borrow again to fulfil its agreements. 
In the case of most perpetual debts it would be 
obviously unfair to call upon certain holders for the 
surrender of their bonds and to allow other holders 
of the same sort of bonds to retain theirs, especially 
if the rate of redemption is below the market rate. 
The whole of any issue of bonds, therefore, must be 
treated as a unit. This involves the gradual accumu- 
lation of a fund for the payment of all of the debt of 
the vsame kind and issue. There is, however, another 
alteiaiative. The government may enter the market 
with this fund, before it is large enough to pay all 
the debt, and purchase such of its securities as are 
offered for sale. Care must be exercised in the ap- 
plication of this method not to raise the price of the 
securities. In some cases arrangements are made 
in advance for calling a portion of the outstanding 
bonds by lot. This depreciates the whole issue, be- 
cause each bond is liable to be called. 

Provision made for the accumulation of a fund 
The sinUng ^0^* redemption of the debt is called 
fumh sinking fund. 1 The sinking fund may 

be defined in two ways ; either it is an annual fund, 

1 See Ross, “ Sinking Funds,” Puh, Amer. Economic 
Vol. VIL, p. 445. 
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a portion of the 'annual income, or it is the 
accninnlatecl capital from this' -and other sources 
applicable to the payment of the debt. Not strictly 
the earliest, but the first important, attempt at the 
arrangement of a regular sinking fund is that of 
England in 1786 under Pitt. This was a remark- 
able scheme. It is said to have been suggested by 
Price, a clergyman, who in 1772 wrote An Appeal 
to the Public on the Subject of the National Debt. 
His argument was based on the productiveness of 
compound interest. He urged that a fixed sum, 
however small, should be set aside every year for 
the purchase of public stock, and that the interest 
on the stock thus purchased should continue and 
should be applied to further purchases. There 
would then be two sources from which the debt 
would be cancelled : one, the payment of the annual 
amount ; the other, the ever increasing interest fund. 
The effect of such a scheme in eventually discharg- 
ing any debt was regarded as almost magical.^ It 
was not perceived that the real efficacy of the scheme 
lay in the fact that the nation continued to bear the 
whole burden of the initial interest charge until the 
debt was paid, and that the real source of payment 
was the excess of taxation over expeii- put\^ sinking 
diture. In accord with this idea Pitt 


appointed a “ Board of Commissioners of the Sink- 


1 As an illustration, compute the sum which a penny placed 
at interest in the time of Christ Avould amount lo at compound 
interest. 
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ing Fund,” who were to receive a fixed sum each 
year, witli which to purchase public stocks, at or 
below par. Interest on the stocks thus imrehased 
was to be paid to the commissioners, and (pnirterly 
applied to new purchases. This much-admired 
scheme amounted to adding £1,000,000 annually 
to the taxes needed for other purposes, and con- 
tinuing the entire burden of taxation until the 
debt was paid. It is clear that what was really 
used for debt payment was the surplus revenue. 
The £1,000,000 was clearly that, and the interest 
on the stocks purchased therewith need not have 
been paid but for the sinking fund. There is, in- 
deed, no source from which the debt can be paid 
but taxation or similar net revenue. So groat was 
the faith of the government in this scheme that it 
continued the payments to the sinking fund even 
while borrowing for the war of 1793 and after. 
The fallacy of Dr. Price’s arguments was pointed out 
by Professor Robert Hamilton of Aberdeen in 1813. 
Shortly after tliat, it was estimated that, as a result 
of the sinking fund system kept up during a period 
of borrowing, the government had, between 1785 to 
1829, borrowed £330,000,000 at 5 per cent to pay 
a debt of the same size at 4.| per cent. The scheme 
was then abandoned, never to be resumed. From ■ 
this time on only genuine surpluses were applied 
to the payment of the debt. This abandonment 
of the idea of Price and Pitt, however, had a rather 
disastrous result, in that it largely suspended debt 



CHAI-. in SINKING FUNDS 409 

payment in favour of tax remission. Since 18To 
England has tried a new plan. Without coniniit- 
ting herself to a policy which would involve paying 
debts with one hand and borrowing with the other, 
I and without relying upon mere chance r/ic 7i€iv sink- 

; surpluses, she decided to appropriate a 

fixed sum from the consolidated fund for the national 
: debt services, to be continued as long as there were 

no extraordinary calls upon the funds. In 1895 
J25, 000,000 was the fixed charge for the national 
debt services, of which <£1,718,263 Ss. 7d, went into 
the new sinking fund ; whereas in 1875 the sum was 
fixed at £28,000,000, and a larger amount went into 
the sinking fund. During the Boer War and for a 
time thereafter the sinking fund was suspended. 
Thus in 1901-1902 the “national debt services^’ 
stood as follows: the “ fixed charge' ’ was £23,000,000, 
less £4,640,000, “ sinking fund suspended,'' leaving 
£18,360,000, denominated as “ inside the fixed 
charge ” ; in addition to this there was £3,250,000 in- 
terest on the war debt, which was “ outside the fixed 
I charge.’' In addition to this England has been cou- 

I verting her debt into terminable annuities, resulting 

I in a mechanical method of debt payment which may 

j in time of pressure work as the old sinking fund 

did. 

Sec. 5. The American system of debt-paying be- 
gan in 1790 with the application of a surplus from 
: tunnage fees and imports to the purchase of public 

I bonds in order partly to improve the market price 

I 

f ' - ' 

I 
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of the bonds and, by ■'thus- improving' the country’s 
■ '/credit to, facilitate conversion. In 1792 
pnrehased were made the 
paipnent. basis of a sinking fniicl, it being deter- 
mined tliattlie interest on them should continue and be 
paid to a commission for the further purchase of public 
bonds. In 1795 the sinking fund commissioners 
were made the recipients of certain re venues to be 
applied to the payment of definite portions of the 
debt. Rross thus summarises this fund : The sink- 
ing fund was now enlarged by the following addi- 
tional appropriations : (1) so much of the permanent 
duties as, with existing income, should enable the 
commissioners to pay, in 1796 and thereafter, a 
yearly 2 per cent of the 6 per cent stock; (2) the 
surplus dividends on the governmen t’s $2,000,000 of 
United States Bank stock after deducting the inter- 
est accruing on the remnant of the bank loan ; (3) so 
much of the permanent duties as, with the vsurplus 
dividends, should suffice to pay a yearly $200,000 
on the bank loan, till 1802, and then begin the re- 
demption of the deferred stock ; (4) the proceeds of 
the sale of public lauds ; (5) the proceeds of debts 
inherited from the old government ; (6) all revenue 
surpluses of any year remaining unappropriated dur- 
ing the next session of Congress.”^ This fund was 
not very efficient on account of the excess of expendi- 
tures. It served one very important purpose, how- 
ever, that of regulating the credit of the United 
i Sinking Funds^ p, 49. 
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States by showing tlie intention to pay. In 1802 
Gallatin organised another plan, which was contiiiiied 
for some time. It was to increase the revenues 
beyond the current expenditures and apply the 
surpluses to the debt payment. The results of the 
two plans have been compared as follows : The 
inherited debt and accrued interest amounted in 
1791, when funded, to $76,781,953.14. The Feder- 
alists in ten years reduced this to $72,733,599, but 
added $7,193,400 of new stock, mostly at 8 per 
cent, thus bequeathing a burden of $79,926,999 to 
their successors. Of this, Gallatin’s sinking fund 
extinguished $46,022,810 between 1801 and 1811. 
Tlie purcliase of Louisiana, however, added 111,250,- 
000 to the principal, so that on January 1, 1812, the 
public debt was $45,154,189, over thirty-one mill- 
ions less than the original Revolutionary debt.” ^ 
This comparison is not altogether fair to Hamilton, 
the author of the older plan, for his fund enabled 
important conversions to be successfully made which 
reduced the debt charges. During the War of 1812 
the payments to the sinking fund \vere suspended. 
After the war the debt stood: 


Old debt remaining . 

Funded war debt . . . 

Treasury notes 

Temporary loans . • • 

Total burden on the sinking fund 


$39,005,183.66 

49,780,32*2.13 

18,452,800.00 

550,000.00 

$T08,689;2O5.y9 



iRoss, p. 67. 


JNmODUCl'ION TO PUBLIC FINANCE part m 


The siiikiiig fund was at that time composed of 


Interest on stock held by com. 
Receipts from public lands 
From duties . . 

Siiikini? f und . 


800,000.00 
230, 422.06 
S87k}0, 0004)01 


The policy of protection, inaugurated after the War 
of 1812, separated income from expenditure. The 
ultimate purpose of most of the taxation, namely 
protection, was considered so paramount that a high 
rate of taxation was continued for that reason. The 
available surpluses were, therefore, large, and were 
from time to time applied to the debt. Down to 
1824, when all the debt contracted up to that time 
was practically paid, the sinking fund was managed 
by a special commissi on, but since then the Secretary 
of the Treasury has had charge of it. Tlie Civil War 
debt was by the act of February 2t5, 1862, sup- 
Sinking fiind posedly placed on a secure basis. “ The 
of the Civil coin paid for duties on imports was to be 
^ ■ applied first to the payment of interest 

on the bonds and notes of tlie United States. It 
was then to be applied ^ to the purchase or payment 
of 1 per cent of the entire debt ... to be made 
within each fiscal year, which is to be set apart as 
a sinking fund, and the interest of Avhich shall in 
like manner be applied.’ . . . The residue of cus- 
toms receipts was to be paid into the treasury.” 
While no such regularity as was contemplated by 


' ' i " i i ? ; ' 

i : ' ■ : " ^ ^ : , 


^ Ross, p. 60, from Finance, Vol. IL, x>. 916. 
2 Ross, p. 79. 
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tills act was realised., yet the debt has been paid 
from surpluses more rapidly than was anticipated, 
until the reduction of the revenues in 1895, due to 
a change in the policy in regard to the protective 
duties, together with a redundancy in the monetary 
circulation, which resulted in a foreign drain upon 
the gold reserves held for the redemption of notes 
outstanding, made new borrowing necessary. The 
war with Spain involved a new increase of indebted- 
ness, which, liowever, was contracted on terms re- 
markably favourable to the government. The same 
general policy of debt reduction has continued, and 
the debt, which amounted to §1,108,000,000 in 1900, 
was by 1908 reduced to |9S8, 000,000, 

The commonwealth constitutions of the United 
States very generally impose upon the legislatures 
the duty of providing a sinking fund. Many of 
them, besides limiting the amount of 
debt that may be created, either by wealth sink- 
naming a fixed sum or a fixed proper- 
tion of the revenues that may be used for interest 
also provide that whenever a debt shall 
be contracted, a tax shall at the same time be levied 
tly large to pay the interest charge and 
provide a sinking fund. The general distrust of 
the legislatures is emphasised in the constitutions 
making such laws irrepealable until the debt 
. The commonwealths are thus permanently 
to the policy of debt payment, not so 
on account of any deep-seated belief in the 
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efficacy of the particular methods laid down, which 
may necessitate the contmuance of debt payment 
even at a time of borrowing, but on account of the 
widespread distrust of the prudence of the legisla- 
tures. The same distrust has destroyed the danger 
of the system, by almost entirely forbidding debt- 
making by the common wealths^ 

Sec, 6 . In conclusion, it would seem that" the 
experience of great nations shows : that debts must 
be paid; that they can be paid only by increased 
taxation ; and that the possible weight of taxation 
for this purpose is determined by a consideration 
(1) of the length of time it is thought d^irable 
that the debt shall run, (2) of the existing burden 
of taxation, (3) of the general conditions of the 
people. When the debt has been contracted for 
some productive purpose, it seems fitting that the 
surplus earnings of such an enterprise should go to 
debt payment, as this eventually enables a perma- 
nent lowering of the cost of such services to the 
people. 

1 For a full account of the debt policy of the American common- 
wealths see my monograph, Das Kreclitioesen der Staaten uml 
Stddte der Nordmierkanischen Union in seiner historischen Ent- 
loicJcehmg^ Jena, 1891. 
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FINANQIAL ADMINISTRATION 

CHAPTER I 

THE BUDGET; ADMINISTRATIOH OE EXPENDITURE; 

CONTROL AND AUDIT 

Section 1. To the fourth and last part of our 
subject belong the formal ari'angements of the public 
finances, — the preparation and ratification of the 
budget, the care and i>reservation of the public 
funds, the administration and control of expendi- 
tures, and the collection of the revenues. It was 
this side of the subject that first attracted attention 
and which occupied a large part of the writings of 
the cameralists. Lorenz von Stein gives a very 
considerable portion of his monumental work to 
these subjects, and the able Fi'ench writer, Stourm, 
has devoted to financial legislation a volume entitled 
Le Budget. English and American economists have 
generally left this field to the jurists and publicists, 
but Bastable devotes the last three chapters of his 
book to some of these topics. 

In every well-regulated household and every 
415 
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business coiidern ■ the keeping 'of acciimte . .aecouiits, 
Theimpor- the distribution of the fiiiids among 
tancc of cor- different persons, and the control of 

rrct wrtJiods . 

expenses have an importance second 
muiiArafion. oiilj to the broadei* questions of policy. 
Equally important in the greater housekeeping of 
the State are the formal arrangements for the enact- 
ment of fise.al laws, for the keeping of accounts,- and 
for insuring compliance with the laws. 

The general frame of the fiscal administration, 
the relation between the various departments, the 
assignment of particular powers and duties to the 
different officials or bodies, depends entirely upon 
the general political organisation. How these fea- 
tures differ from country to country it is the prov- 
ince of political science to describe. But the frame 
of administration has an effect on the finances ; and 
there are certain principles demanded by sound 
finance which are followed by every country, no 
matter what its frame of government. 

Sec. 2. Of necessity the methods of accounting 
and control do not assume a public character until 
History of fis- ’fel^ereisa pretty clearly recognised popu- 
caiadmmu- lar interest in the affairs of the State. 
tration. time the Roman treasury under 

the control of the Censors and in charge of the 
Qucestors exhibited the features of public economy. 
But under the Empire the public treasury and the 
private treasury of the Caesars gradually merged 
. into ; a single one, and the npthods of accounting 
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THE BUDGET 

became that of private leather than Of civic house- 
keeping,. : ■■ 

The middle ages were essentially unpolitical, and 
ill that period no system of public treasuries proper 
was developed, except in the free cities. As we 
have already seen, there were no revenues collected 
in the monarchies fora distinctly public purpose 
until the fifteenth and sixteenth centuries, and con- 
sequently there could be no public accounts or pub- 
lic control over the funds. 

The constant struggle between the representatives 
of the people and the officers of the older abso- 
lute governments for the control of the 
purse led to the development of distinct o-pa legiaiaHm 
methods of accounting and control. The 
most striking feature of the modern systems in 
European countries is the establishment of the bud- 
get, and of the right of the popular representatives 
to vote taxes and appropriations. In America the 
right of the legislatures to control the finances was 
clearly established at a very early date, and little 
or no advance has been made beyond the crude 
methods first developed. Most European countries 
have advanced more rapidly and perfected far better 
systems. This higher development of the budget in 
European constitutional governments is explained 
by the constant conflict between the branches of the 
government having interests which are theoretically 
opposed. The modern budget is an outgrowth of 
the gradual assumpt^n of power by the legislatures, 
2b 


418 INTRODUCTION TO PUBLIC FINANCE part iv 


and the corresponding loss of power bj the execu- 
. . ■ .tives. ■ Tho latter have had to ask for 

haropv %n 

advance of fiiiids, and' the former in granting;, them 
America. have insisted upon knowing what they 
are to be used for, and upon having assurance tliat 
they will not be applied in any other way. In the 
United States, however, both the federal and tlie 
commonwealth legislatures suggest, or initiate, finan- 
cial legislation as well as grant funds. Both of these 
functions of initiation and of grant being in the 
same hands, there is no conflict of interests such as 
has developed the systems of financial statements 
and legislative control in Eui'ope. The only care in 
this country is to see that the funds are not appro- 
priated to private purposes, wliile in Europe there is 
the desire to prevent the application of tlie funds to 
other public purposes tlian the ones speeiiied. 

Sec. 3. It has been claimed that the English sys- 
tem served as a model for the other European conn- 
Making up Howcver that may l)e, and it is 

the English truc Only ill part, the English system 
budget. serve as a good illustration of the 

European methods. The fiscal year begins April 1 
and ends ilarch 31. Each department of the ad- 
ministration prepares a careful statement, known 
as the ‘^estimates,” for the coming year. These 
“estimates,” each of which comprises a good-sized 
quarto volume, are tediously exact and minute in 
the statement of what it is expected will be needed 
. for the forthcoming year. They are called the 
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‘‘ army estimates/’ tlie navy estimates/’ the civil 
service estimates/’ etc. The Chancellor Tke^U'sti- 
of the Exchequer, in turn, bases liis 
estimate of all that will be needed upon these 
statements, and calculates the receipts from each 
source on the basis of the revenues of the previous 
year. He then presents all the documents to Parlia- 
ment with a brief, clear statement of what the 
expenditure will be, what it is expected the reve- 
nues will be, what new taxes, if any, are needed, 
or what taxes may be remitted or changed, in order 
to make the revenues equal the expenditure. This 
statement is called the budget. Usually, but by no 
means always, the proposals of the Chancellor of the 
Exchequer are accepted by the Commons, and even 
when they are not in detail, it is seldom that the 
items of expenditure are objected to. The House is 
supposed to go through the ^estimates’ in detail; 
it forms itself into a ‘committee of 

"'Votes 

supply,’ and sanctions every item in the 
three bulky volumes, but its members have not, as a 
rule, knowledge enough of the datails to oflPer effec- 
tive criticism, and the utmost the committee can be 
said to do, on the average, is to render flagrant 
abuses impossible. On the average, perhaps tlmt is 
enough.”^ Parliament cannot directly or indirectly 
increase the appropriations asked by the ministr}^ in 
the name of the Crown, nor add new appropriations. 
The estimates both of revenues and expenditure are 
1 Wilson, 7Vie National Btidgety p. 147. 
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made with such great care that there is seldom either 
a surplus or a deficit of any large amouiit at the end 
of the rear. ^ Aecoi-dmg to Bastable tiie estimates of 
e.rpenditure m England for the tliree years At)!-!! 1 
1889, to March 31, 1892, as compared with the re- 

^64 o -rLo" '™r 1 ^ 

-( 4,000,000, or a little over Is. per ^6100, or |1 in 

12000 . All credits of disbursing bffi- 

vr. and their accounts close, 

X aici . i II appropriations lapse at that time, 
except those appropriated for the consolidated fund 
requires a special act of Parliament to spend 
any more money on last year’s account, even though 

r.L°J"’ ■”“3’ “»* )>«ve be« »x. 

In the United Slates ihete is „„ connection be- 
tween tl.e executive and legislative departments of 
■e government that would allow of any such er- 
rangement as that of the budget in England. TJie 

r;:h?s p.. J,;: 

and the Secretary of the Treasury, are made to Con- 
gress and are often accompanied by suggestions of 
various sorts. But the executive officel have no 
access to the ear of the House. Therefore, no 

SStr T 

„ separate committees in the House 

(w lere finance bills originate, although they may be 
amended by the Senate) deal regularly with finances ; 
one with taxation, the other with appropriations, 
se committees are the “ Committee on Ways and 


CHAP. 1 


THE BUDGET 


421 


Means ” and the “ Committee on Appropriations.’'' 
Bills involving expenditure or taxation are regu- 
larly referred to these committees. The control of 
these committees rests solely on convention, there 
being no constitutional provision for such reference. 
Even after the committee has presented an appro- 
priation or revenue bill, there is the greatest freedom 
of amendment, and theoretically any member of the 
House could, if so inclined, present an entire new 
set of such bills forming a budget. Appropriations 
may be increased or decreased, or new ones intro- 
duced, without reference to the committees. Prac- 
tically the control of these committees is very great, 
especially in the matter of suppressing appropria- 
tion bills that may be referred to them for considera- 
tion. Certain lines of expenditure may be suggested 
by other committees, and theoretically may be voted 
on without reference to these controlling committees* 
For example, the navy and war departments may 
receive appropriations suggested by the committees 
in charge of them. Many other committees, as, 
for example, the ones on claims, on invalid pensions, 
pensions, etc., regularly bring in bills involving 
expenditure. 

Ever since the protective policy was fully estab- 
lished the United States goveimment has been in the 
possession of large revenues, which are Revenue laws 

, , , . T . , , , sundered 

not determined in any way by the ex- appro- 
penditures. So that the consideration of priatiom. 
revenue bills has always been complicated by other 
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than fiscal consideratioBS, except diiifing tlie Civil 
Tins sundering of the fiiiictions of spending 
and of obtaining revenues, and the general scatter- 
ing of appropriations, would appareiitlj cause the 
utmost confusion. Bat the result is not so bad as 
might be expected, (1) because of the influence of 
the committees, (2) because, of course, some attempt 
is made by the House itself to ascertain whetiier 
funds are or will be available for the purposes sug- 
gested, (3) because tlie tax system has not been a 
variable one, and has yielded a fairly regular and 
gradually increasing revenue, to spend which has 
sometimes taxed to the utmost the ingenuity of 
Congress. But the system absolutely prevents any 
systematic oversight of the finances as a whole, and 
allows of no measurement of the relative weight 
of eacli appropriation. Credits to spending ofiicers 
do not expire at the* end of the fiscal year, July 1, 
as in England, but generally continue in force until 
the entire sum is consumed or the object is accom- 
plished. Congress thus loses one advantage for the 
control of expenditure that Parliament enjoys. Tlie 
American system, however, has one great advantage 
over the English in that it allows of a more critical 
investigation by the legislature of the specific items 
of each appropriation. 

The date at which tlie fiscal year expirevS is gen- 
The fiscal erally set with reference to the conven- 
year. ience of officials in rendering their reports 

and to the meetings of the legislatures. The ac- 
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coiiiits presented are generally for gross income and 
expenditure, so that the details of the cost of col- 
lecting revenues and chance savings of expenditures 
can be controlled. 

There is theoretically no sanction for expenditure 
of any kind beyond the amount appropriated by the 
legislature. If any expenditure not so BeSiciency 
sanctioned is of pressing necessity, the 
administrative officers may sometimes assume the 
responsibility and make the appropriation, subject 
to the ratification of the legislature when it next 
meets. This discretionary power is exercised to a 
very limited extent in most countries. In the 
United States, however, the disorder attendant upon 
the appropriations involves the annual presentation 
of a “deficiency bill.” When any action involving 
expenditure has been sanctioned by the legislature, 
and insufficient funds have b^en appropriated, there 
is a inox'al obligation resting on the legislature to 
make the requisite appropriation afterward. 

Sec. 4, When the budget has been prepared and 
voted, the next step is to see that the expenditure is 
carried out as authorised and to prevent EmjUsh con- 
any misappropriation of the funds. In 
England the funds are deposited with the Bank of 
England, subject to the order of the comptroller aiul 
auditor-general only. This oflicer's duties are a 
combination of those of the old board of audit created 
by Pitt ill 1785 with those of the Exchequer, and 
date from 1866. No payment is made without (1) 
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an act of Parliament, (2) a requisition by the 
treasury ^ issued to the comptroller-general, ( 3 ) a 
grant ot credit for the amount authorised bv the act 
good for one year, (4) a treasury order directing the 
transfer of the money to the paymaster-general of 
the service 2 As the estimates have been closely 
scrutinised, there is little opportunity for the mis- 
application of funds. There is none whatever 'for 
overdraft. Again, after the expenditure has been 
made, the accounts with vouchers are passed thi-ougli 
the comptroller’s office for his approval, or audit. 
The report of that officer is subjected to the final re- 
vision of the parliamentary committee of public 
accounts. Thus the whole process begins and ends 
with Parliament. It will be seen that there are 
really two parts to the process. First, the control 
over the “issues ” to the disbursing officers, that is, 
over the placing of the public moneys in their hands. 
Secondly, the audit of the accounts after the ex- 
penditures have been made. 

Seo. 5. In the United States Hhe direct control 
of^ the money is in the hands of the executive 
officers, subject to the statutes of Congress. The 
safeguards consist in making the processes of ex- 
penditure complicated and subjecting each item to 
the scrutiny of several sets of executive officers. 

1 See Wilson, Tim State^ pp, 696-608. 

2 Cl Bastable, p. 706. 

vr” ™ Thompson, Political Sciciice quarterly, Vol. 

VI., pp. 248-281, and Vol. VIL, pp. 468-482. 
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The idea of the original plan in the United States 
was not to allow of issues to the regular Original plan 
disbursing otBcers, but to control ex- 
peiiditure by a careful scrutiny of the United States. 
accounts or claims rendered. The treasury was 
to be reached only after the claims had been cut 
down to the lowest possible figure. Claims against 
the* goveriiineiit were first passed upon by an au- 
ditor, then by a comptroller, either of whom might 
reject them. Then the secretary drew a warrant 
upon the treasurer, and that warrant was recorded 
by the X'egister and countersigned by the comp- 
troller. Hamilton found it necessary, for the sake 
of economj^ to pay cash for many things needed 
by the government, and hence this original plan 
broke down. Issues were made to disbursing offi- 
cers, and the necessary warrants were drawn for 
each particular item of expenditure, afterward, in 
order to legalise the transaction. 

For many years the United States had a very 
complicated system of audit, control, and record. 
There were six auditors, so called, and 
the ‘^commissioner of the general land abandoned 
office,’^ who was auditor for the lands ac- 
count. Then there were three comptrollers, known 
as the first and second comptrollers, and the com- 
missioner of the customs. Lastly there was the 
I'egister. All of these were assisted by a large body 
of clerks. These offices were organised into four co- 
ordinate branches, with separate jurisdiction. Ac- 
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.' Coimts were first examined and passed, upon by, an 
auditor, then reexamined by, a 'comptroller. Claim.s 
, disallowed by these officers could be pushed in /the 
Court'.' of Claims and appealed from, there to the , Su- 
preme Court. The assignment of accounts to the 
different auditors and comptrollers was almost 
arbitrary and with little system. The first auditor 
looked over the general income and expense accounts 
of the treasury, the special accounts of the customs 
receipts, the expenditures for the legislative and 
executive departments, special accounts of the treas- 
ury department, — as of the interstate commerce 
commission, of the public debt, of engraving and 
printing, of the coast and geodetic survey, of the 
life-saving service, of the lighthouse establishment, 
of the public buildings, of the gov'ernment of ter- 
ritories, of the District of Columbia, of the central 
administrative departments of war, navy, the in- 
terior, etc., of the departments of labour and of 
agriculture, and all the expenditure for the judi- 
ciary. The second auditor had tlie accounts from 
the Indian service and the army. The third 
auditor had the pension account. The fourth had 
the accounts of the navy. The fifth looked over 
the accounts of the collector of the internal reve- 
nues. The sixth was for the postal accounts. The 
first comptroller then revised the accounts that were 
assigned to the first and fifth auditors, except the 
customs account, for which the commissioner of the 
customs was comptroller, and those of the ct>nimis- 
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sioner of tlie general land office. The second comp- 
troller had the accounts of the second, third, and 
fourth auditors. 

All of this was changed by ^Hlie act of July 31, 
1894, making appropriations for the legislative, exec- 
utive, and judicial ^expenses of the goy- 
ernment for the fiscal year ending 3 vlhq plan of audit 
30, 4895. This act altered the account- 
ing offices of the treasury and changed inaterially 
the system of accounting. The detail revision of 
accounts heretofore made by the first comptroller, 
as well as by the second comptroller and the com- 
missioner of customs, was abolished, as "were the 
offices of the second comptroller and the commis- 
sioner of customs, the first comptroller being made 
the sole comptroller of the treasury. A revision of 
accounts under the new system is only made when 
either the head of a department or the claimant is 
dissatisfied with the settlement of an account by an 
auditor, or when the comptroller himself has reason 
to believe that any particular account ought to be 
subjected to a second revision. Much labour has been 
saved by this system, and the adjustment of accounts 
has been greatly expedited. It was one of the duties 
of the first comptroller to ^countersign all warrants 
drawn by the Secretary of the Treasury which shall 
be warranted by law.’ This duty was continued 
with the comptroller of the treasury under the new 
system. As the Secretary of the Treasury has the 
duty devolved upon him of originating warrants, 


428 INTRODUCTION TO PUBLIC FINANCE i>art iv 


and as all such warrants must be countersigned by 
the com pU'olleiv no warrant filially becomes effec- 
tive without their concurrent action.”^ 

There are now six auditors : (1) for the treasury 
department, (2) for the war, (3) for the interior, 
(4) for the navy, (5) for the State and other depart- 
ments, (6) for the post-office. The accounts are 
still distribiited in the old arbitrary iiiisystematie 
fashion among the different auditors according to the 
illogical scheme by which the different duties are 
divided among the departments.^ It is hard to see 
how this can be bettered until the work of the 
departments is rearranged. The recent change is 
a great gain in the direction of simplicity and speed. 
The auditor’s work stands unless appealed to the 
comptroller, and is no longer necessarily 'gone over 
again by a comptroller. 

The register keeps ledger accounts with all ap- 
propriations made by Congress, and also keeps all 
The Register's the personal disbursement and receipt 
accounts pertaining to the customs, in- 
ternal revenue, diplomatic, treasury, judiciary, inte- 
rior, civil services, and the public debt. General 
receipt and expenditure ledgers have been kept 
running from the foundation of the government. 
The register furnishes to the proper accounting 
officers copies of all warrants covering proceeds of 
government property, where the same may be nec- 

1 Finance BepoH, 1BC4, pp. Sm, 8-37. 

2 See Wilson, The State, pp. 5CT-570. 
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essary in the settlement of accounts in their re- 
spective offices. He also furnishes certificates of 
balances, advances, and repayments to the offices 
of the first and fifth auditors, for settlements of 
accounts, and certifies to the first comptroller, on 
requisitions for advances, the net indebtedness of 
disbiirsing* agents as shown by the ledgers.^ The 
treasury department itself exercises a pretty ex- 
tensive supervision over expenditures. 

The system of disbursing officers, one connected 
with each bureau, commission, department, or other 
branch of the government to which appropriations 
are granted, still continues in the federal government. 
Each of these officers, under bond, receives such ad- 
vances from the treasury as may be necessary, and 
pays the various claims that may come up against 
his appropriation. He is responsible for the pay- 
ments he makes until released by the approval of the 
proper auditor and of the comptroller. 

In general it may be said that public audit is much 
the same as private audit. It has for its object a certi- 
fication, by some properly constituted authority, tLat 
each collection and each disbursement was made in 
accordance with law. The fact that in public audit 
the connection between the collection or the disburse- 
ment and the law has to be clearly established gives 
to public audit a degree of formality that is not al- 
ways observed in private audit. Another difference 
is found in the fact that the public audit usually 
1 Finance Beport^ 1894, p. 737. 
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closes with a formal certification, which relieves the 
crflectmgorchsbiu-singotBeeroffura^^^ 

feaeh certihcates are either issued to the oflicers I't 
stated intervals, or are appended to each vouchJr 
whether for collections or for disbursements 


CHAPTER II 


COLLEOTIOK OF THE REVENUES, CUSTODY OF THE 
FUNDS, AND THE PUBLIC ACCOUNTS 

» 

Section 1. Under the early methods of collectiiig 
revenues, the tribute due, the economic receipts, and 
the voluntary contributions were delivered directly 
to the chief or leader. Many of the early direct taxes 
were similarly treated. Indirect taxes upon coin- 
modities and transactions could not be managed in 
this way. The first crude method of dealing with 
these taxes was that of the tax-farmer, methods 
the Roman publican. He purchased, for of collecting 
a price, the privilege of collecting all of 
certain kinds of taxes that he could obtain. The 
same method was extended to other taxes where 
there was no similar necessity for it. This farming 
of taxes was used through the imperial era of ancient 
Rome, and copied by France, it was extended into 
modern times. The various direct contributions of 
the middle ages which were apportioned among the 
different cities or “estates,” were frequently delivered 
directly to the prince or his treasurer. All of these 
crude methods were abandoned as soon as there was 
a distinct recognition of the authority of the taxing 
power over all the different parts of the country and 

481 
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over each contributor individually. The apportion- 
ment system, as originally used, was a more or less 
distinct recognition of the autonomy, and possibly 
of the partial political independence, of the taxpayers, 
be they provinces, cities, or classes of individuals,' ' 
Sec. 2. The collection of the taxes is usually 
the duty of the regular fiscal officers of the general 
administration, but industrial and commercial receipts 
are frequently collected by special boards in charge 
of them, who turn the money over to the treasury. 
Assessment and collection are so closely connected 
that they can be studied together. In the collection 
of customs duties there are two things for tlie officials 

Collection of (^) Tbev must look out for 

cu8tom,<i the arrival of all the taxable commodities 
and prevent smuggling. (2) They must 
ascertain the value of the goods if the taxes are ad 
valorem^ and the number and size of the pieces if 
specific. The invoices, supported by the usual 
certificates, oaths, etc., are of the nature of a declara- 
tion by tlie owneiv or importer. They are then sub- 
jected to the scrutiny of official appraisers, whose 
knowledge of the nature and value of the goods is 
very accurate. The tax is then paid to the collector at 
the place of importation or when it reaches the recipi- 
ent in the interior, but before it is delivered to him. 
In case the goods are to be admitted into the interior 
of the country, or of the customs district, before the 
tax is paid, as is the case when the person to whom 
the goods are sent resides in the interior, the pack- 
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age is sealed up, or bonded,’^ and the seals can only 
be broken by an authorised collector after the pay- 
ment of the tax. In countries where there are no 
general tax-collectors in the interior, this method is 
not feasible, and the goods are held in the custom- 
house on the boundary until the tax is paid. With 
a few exceptions this is the practice of the United 
States. But in Germany, where there are regular 
fiscal officers of the central government in almost 
every hamlet, goods are i^egularly shipped to the 
consignee, and the tax paid in the interior. 

In the case of excises, the factories, breweries, 
fields, and other places where the taxed goods are 
produced are subject to regular inspec- Collection of 
tions,* and are more dr less under the 
constant supervision of the officials. The tax is 
collected directly from the producer or by the sale 
of stamps and licenses. 

Sec. 8 . In the case of direct taxes, it is the assess- 
ment that is the most difficult part of the process. 
The methods of assessing some of the Asscss^ncnt of 
taxes have already been suggested. The 
work consists of two parts. (1) It is necessary to 
ascertain the base — the persons, the property, or the 
revenues subject to taxation. (2) It is then neces- 
sary to fix upon the valuation, or the rating of the 
base in each particular case. The latter part of 
the process is “making the assessment.” In this the 
contributor may be called upon to assist, or the 
ofiicers of the government may proceed entirely 
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alone, Generallj a declaration is requested, or may 
be required, from the taxpayer, and the officials then 
investigate the truth of that deelaratioii. In ihirope 
it is customary to form assessment counuissious con- 
sisting of representatives of the taxpayers in the 
district, who are acquainted with the local con- 
ditions and act with the officers of the government. 
These commissions help the regular officers of -the 
fiscus to make the assessment, or sit as a sort of 
court to hear appeals from the assessment made, 
or both. The final assessment, however, is made 
by the fiscal officers. 

In the American commonwealths the assessment 
of the general property tax is usually made by a 

As!>esment of locally elected assessors or an 

the (jenerai assessoi*. The assossor calls for deelara- 
property tax. froiii the different contributors. 

The law in most States imposes severe penalties 
for failure to comply with the requirement of dec- 
laration or for false declaration. But, nevertheless, 
there is, for the most part, the utmost laxity in enforc- 
ing the law concerning declarations. Only the un- 
usually conscientious, who voluntarily come forward 
with complete statements, are reached in this way. 
So general is the habit of neglecting this duty that 
it is practically impossible for the assessor, no matter 
how anxious he may be to have the law complied 
with, to prosecute all the persons whom he knows 
are evading assessment. The general practice is to 
default the declaration and allow the assessor to find 
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out, if he can, what taxable property the coiitribntor 
has. If this were done by only a few 
persons, they could easily be brought 
to terms under the existing laws, but tiomT 
when nine-tenths of the population refuse to com- 
ply, the assessor is helpless, and the only effect 
that follows from the declaration by the few is to 
mahe the existing inequalities of the general prop- 
erty tax worse than ever. Real estate and other 
visible property is easily assessed. The officer has 
at his command the records of titles, of deeds, etc., 
which he can investigate, and he ascertains the 
value of each piece from his own personal observa^ 
tion of prevailing prices. As we have seen, per- 
sonal, intangible property escapes almost entirely. 
It would seem that this difficulty of administration 
is insuperable. No merely severe methods of assess- 
ment will ever cure the evil. 

Above the assessor in the United States there are 
generally two boards of equalisation, though some- 
times only one. The first board is local, 

, T . ♦ , , ■» Equalisation. 

covering the same district as the assessor. 

This hears appeal from the taxpayers in regard to 
their assessment. It equalises between individuals. 
The second board is for the whole commonwealth, 
and is known as the state board of equalisation. 
This board is to adjust the burden of state taxation 
equally between the different districts. As has al- 
ready been explained, a local assessor may make the 
assessment in his district lower than that in the other 
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districts. This will not affect the buixleii of local 
taxation, for all that is needed is to raise the rate. 
But it lessens, if the assessment stands, the burden 
which the state taxes impose. These central boards 
are of three kinds : (1) those with power to add to 
or subtract from the assessment of eacdi district, but 
in such a way as not to change the total amount ; 
(2) those with power to change the assessment of any 
district, and which may and generally do change the 
totah assessment of the state; and (3) those with 
power to change the Yaluation not only of districts as 
a whole, hut of classes of property, or even of indi- 
viduals within any district. As these boards seldom 
have sufficient powers, and never sufficient informa- 
tion as to the local conditions, the effect of their ac- 
tion is not all that could be desired. The only 
possible solution of this difficulty is the separation of 
local taxation from that of the commonwealths, so 
that the avssessment can be made' independently for 
each. 

Sec. 4. After the assessment has been completed, 
it is comparatively easy to make the collection. All 
that is needed is a collecting agent of the treasury 
conveniently located, to whom the taxpayers may 
Convenience go, or a collector wlio goes to the tax- . 
of the contrib- payers. The burden of taxation may be 

utor to he con- . , , i i r 

suited in seiiousiy increased it the convenience ot 
collection. taxpayers is not consulted in this 

matter. The size of the district over which a col- 
lector has supervision will depend upon the density 
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of the population. If the collector is* to be sought 
out by the contributors, it is best that his office should 
be located in some business centre frequently visited 
by the contributors. According to the principle of 
“certainty and convenience,” the taxes assessed upon 
the same person should all be entered in a single bill 
and all be payable to the same collector. The tax- 
payer should be informed as early as possible of the 
total amount of taxes that he has to pay, of the num- 
ber of instalments in which they are payable, and of 
the conditions of delinquency and its penalty. Some 
of the American commonwealths disregard this rule 
entirely. They add grievously to the burden of tax- 
ation, especially in the country districts, where they 
are already entirely out of proportion to the ability 
of the people, and increase the irritation felt by the 
contributors, by inconvenient location of the collee- 
toi'’s office, and by requiring the payment of state 
and county taxes to one set of collectors, while the 
town and otlier municipal taxes are paid to a differ- 
ent set and upon separate bills. The most econom- 
ical and least irritating process is to have all the 
taxes collected by the same person.^ 

Sec. 6 . The transfer of the public funds from one 
part of the country to another is, in modern times, 
attended with little risk. It is most conveniently 

The writer knows of an instance where a farmer has to travel 
fifty miles to pay his state and county taxes, while the local taxes 
are collected within two miles of his home. This is not an ex- 
treme case. 
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done .by .means'- of' tlie^ ban.ks. or the post-office. If the 
Means of ' ' eooiitry'is' spiirselj populated and iiise- 
traiisferring etire, the colleotor^s office should be at 

public money . _ _ . . 

from place to OT neu.r the ■ baiiK. or vault, m which, the 
place. ■ .money'.' is to "be stored. . In large, -coun- 
tries, as, for; example, the United States, it . is 
convenient to,, have .a -: H'limber ' of branch , treasuries 
■.scattered -about the .-country, at which .collections ban. 
be. made, 'and through' .'which money for exp.eiiditure 
can be distributed to the disbursing officers.^ 

The storage or safe-keeping of the funds is accom- 
plished ill one of three ways. (1) As in England 
Storage of the a great State bank is made custodian of 
public funds, the funds whicb are sent to it from the 
various collectors who deposit with its branches. 
(2) As in France and the United States the treas- 
ury and the vsobtreasuries are the cliief custodians 
of the fondsA (3) As in the comiiionwealths of the 
United States, where, except in a few states, private 
or oilier lianks are made the depositories of the public 
moneys. When protected by proper safeguards, 
such as the giving of personal bonds and collateral, 
the bank depository system lias proved itself far 
safer and more economical tlian the independent 
treasury, which is only to be defended on political 

1 Subtreasuries are at Baltimore, Boston, Chicago, Cincinnati, 
New Orleans, New York, Philadelphia, St. Louis, and San Fran- 
cisco. 

3 According to law, the treasurer and disbursing officers of the 
United States may make deposits in the national banks. About 
^14,000,000 are regularly so deposited. 
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grounds, if at all. The experience of the United 
States federal government in the early days with 
^‘pet banks ” points to the political difficulties of 
the bank depository system. The bank deposit 
system prevents the periodic disturbance of the 
circulation by the withdrawal or storage of money. 
If the independent treasury system were used by 
all^ the departments of the government, this dis- 
turbance would possibly be serious enough to affect 
prices d 

Sec. 6. The mere mechanical details of the 
methods of bookkeeping and public accounts can- 
not be described here. About all «that can be done 
is to make such explanation as will enable the stu- 
dent to easily compx’ehend the published accounts 
and statistics in their main features. 

The revenue account is generally very simple. It 
contains items named according to the sources from 
which they come. Care must be taken 
in studying the reports of the fiscal offi- accoimts, 
cers on the revenues to distinguish the 
receipts that represent income from the receipts that 
are merely formal transfers and bookkeeping expedi- 
ents. For example, the English finance account of 
the United Kingdom for the year ending March 31, 
1895, contains the following : Receipts —1. Balance 
in Exchequer, April 1, 1894, ^5,977,118 I8s. Qd. ; 

1 Cf. Kiiiley^s ‘‘ Independent Treasury,” and Buckley’s Cus- 
tody of State Funds,” An7iaU of the American Academy, Vol. TL, 
3, November, 1895. 
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IL Revenues received into the Exchequer, viz. 
customs, . .excises, . etc., r£94:S8i ^ 02 1 0 . 5 }. ; total, 

£100,660,881 8a. llrZ. This was what Eugland luid 
to draw 011 . But following that appear a number 
of other Exchequer receipts,’’ aniojig which are re- 
payments of advances ; as, (1) by the mint for the 
purchase of bullion for coinage, £700,000, represent- 
ing merely a return to the Exch 0 (|uer of money 
temporarily passed to the mint. The same year tlie 
Exchequer advanced to the mint £615,000, which 
will appear in 1896 as a receipt increased by the 
seigniorage. (2) The Exchequer borrows money 
temporarily in anticipation of the revenues. This 
appears, of course, as a receipt of £13,700,000, but is 
not reYeniie. (3) It renewed a number of outstand- 
ing bills and bonds amounting to £14,123,400. 
These appear as receipts, offset, of course, by an 
equal expenditure. But (4) it created an ad- 
ditional debt of £760,000, for barracks and tele- 
graph. This sum may fairly be called revenue. 
So that the total amount of money tliat came as 
actual income to the treasury was £101,420,881 Ss. 
11c?. But the total receipts foot up £130,217,647 
13s. 8c?. 

On the expenditure side the issues or credits to 
disbursing officials, are first, the consolidated fund 
services” that is, the payments for (1) the 
national debt services,” (2) the other consoli- 
; dafed fund services,” which consist of the civil list, 
annuities and pensions, salaries and allowances, courts 
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of justice, miscellaneous “services,” the Exchequer 
contributions to Ireland, and tlie annuity under 
the Indian army pension deficiency act of 1885. 
After the consolidated fund services,” wiiicli foot 
up to £26,500,000, come the supply services ” for 
the army, ordnance factories, navy, and miscellane- 
ous civil ‘^services,” for the collection of customs 
and inland revenue, post-office, telegraph, and jiostal 
packet “ services.” These two items, the consoli- 
dated fund and supply “services,” contain all that 
is strictly chargeable to the revenue. Thej^ 
amounted in 1895 to £98,918,420 18s. 4ti In ad- 
dition there were special expenditiu'es of £810,000, 
making a total of £94,728,420 18a. Id. But there 
were a large number of additional issues: (1) bills 
and bonds paid off by receipts from new bills, (2) 
temporary advances repaid, a part of which were for 
deficiencies in the consolidated fund. These and 
one or two other minor items, with a balance of 


£6,300,826 15s. 4d., brought the “issues’’ up to the 
receipts. 

In studying the accounts published by the tiT.as- 
11 ry department of the United States, we liave dif- 
ferent difficulties to meet. There is 
generally a clear statement, free from accounts, 
repetitions, or transfers, of the revenues 
according to the sources, and of expenditures 
according to departments, or objects. The only 
difficulties arise from the peculiar and arbitraiy 
grouping of the expenditures. This comes from the 
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illogical distribution of duties among the different 
departments already referred to. Some of the 
peculiarities are that the expenditure for the civil 
establishment ” includes foreign intercourse, public 
buildings, collecting the revenues, deficiency in 
postal revenues, rebate of tax on tobacco, refunding 
of direct taxes, French spoliation claims, District of 
Cohiinbia, and similarly incongruous items. Those 
for the military establishment included rivers and 
harbours, forts, arsenals, and sea-coast defences; for 
the naval establishment included construction of new 
vessels, machinery, armament, equipment, and im- 
provement of navy yards. Expenses not otherwise 
classified are generally listed as expenses of the 
treasury de})artment. 

Sec. 7. An interesting phase of public bookkeep- 
ing is the separation of accounts into funds. ^ When 

Parliament voted a tax, it was formerly 

ThcA^fundsN ^ . P , • 

tor a definite purpose, and the plan was 
to reserve the whole of it for the proposed purpose. 
But the receipts and expenditures of these funds 
never exactly balanced, and simplicity finally re- 
quired that all should be turned into the consoli- 
dated fund. This method of bookkeeping is best ex- 
hibited to-day by the accounts of the commonwealths 
in the United States, although also used in national 
and municipal accounts to some extent. All the re- 
ceipts are distributed among various so-called funds,’’ 

1 A “fund” in tins sense is practically an appropriation for a 
specified purpose or group of purposes. 
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or accounts, according to some prearranged plan. A 
separate account is kept of all receipts and expendi- 
tures belonging to each fund. With the exception 
of a few trust funds arranged to keep certain sums 
inviolate, these funds are, in effect, mere book- 
keeping contrivances. With the exception of the 
general fund, which receives all the money not 
otherwise appropriated to special funds, each of 
these accounts generally bears the name of the ex- 
penditure met thereby, sometimes of the revenues 
supplying them. In some commonwealths the num- 
ber of these funds is very large. ^ The accounts 
are sometimes complicated by transfers from one 
fund to another, in which case they appear twice 
in the account, and frequently swell the apparent 
receipts enormously. 

Local budgets are necessarily determined by the 
frame of local government and the numher of fun e- 
tions performed by each. Thus in Eng- i^ocai 
land the public function to be performed 
constitutes the basis of local organisation, and until 
the recent reforms each local governing body had 
only one or two duties ; hence only one or two gen- 
eral accounts of expenditures, and one or two 
sources of income. But in America each local 
governing body generally has charge of all the 
local functions affecting a certain area, and may 
have as many expenditures and revenues as a com- 

^ See Seligman, “Finance Statistics of the American Common- 
wealths,” Pub. Amer, Statistical Assoc., December, 1881). 
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monwealth, or even more. Here methods of accoiint- 
ing defy classification and freiiuentl}' defy seiisihle 
interpretation, even by tlie officials in eliarge. 
’’J'liere Is a crying need for reform here in tlie direc- 
tion of uniformity. 1 

nSee in til is connection a form siijrgcsted for pnbli.shed reports of 
iiuinieipalities by I-’rofessor U. H. Gardner, in tlie I'uh.ui the Amir. 
BtatUirdl U.ssoc., Jnno, 1880. and adopted, in part, liy t he Eleve.ntli 
Census ot the United Stiitf.s, as tlie basis of scliedides and inquiries 
sent to die niunicipalities. The stndie.s of local and comnionwealtli 
iiecountini; made by tlie United States Cfiusus Bureau and jiub- 
lished in the volume on Wealtit, Debt, and Taxation, 19l)7, are 
especialiy valuable. 





CHAPTER III 

FIKANCIAL ADMINISTRATION OF WAR ; ■ ILLUS- 
TRATED BY THE EXPERIENCE OF THE UNITED 
STATES: TN THE AYAR . WITH. SPAIN 

■ .'SECTION:. 1. A ' serious'. :. war’ .' usually imposes a 
sudden, new burden upon the treasury, the exact, 
or even the approximate, size of which it is not pos- 
sible to estimate at the outset. Many of 
the expenses of war belong to that class ordinarij’^ 
which financiers call extra-ordinary ” to 
distinguish them from the usual or current expenses 
of the government. The amount by which the ordi- 
nary expenses are increased in time of war depends 
upon many circumstances. Obviously, the chief fac- 
tor is the size of the forces engaged and the duration 
of the struggle. Naturally, the chastisement of a 
few dozen hostile Indian braves in the immediate 
vicinity of the regular army posts involves p)racti- 
cally no “ extra-ordinary ” expenses. Allowance is 
usually made in the ordinary budget for the ex- 
penses a war of that kind would occasion. But 
many circumstances less obvious than the size of 
the forces engaged enter into the determination of 
the amount of the “extra-ordinary expenditures. 
Thus, for example, a naval war, unless it happens to 
become the occasion for the purchase of new ships, 

445 
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involves comparatively little addition to the orcli- 
nary expenses of maintaining the nav\^ A coiintiy 
wliieli has a large standing army iinnirs relati^xOy 
less ‘''extra-ordinary'’ expense when engaging in 
war than a country which, like the United States, 
has only a sinall regular arniy. 

The ordinary expenses being provided for by the 
regular budget, the finaneier’s cdiief eoneerii in t4ine 
ul war is the provision of the extra-ordinary ” funds. 
11; the operations of the war are likely to iiiterfere with 
the. oidinary revenues, he must furthermore be pre- 
pared to treat a part of the ordinary expenses as 
extra-ordinary,” at least to the extent of furnishing 
new means to meet them. It is not often possible, 
and still less often expedient, to curtail the ordinary 
expenditures in any way for the purpose of saving 
The prohh m meet the new expenses. How 

presented to increase the receipts of the treasury by 
6.V war, amount sufficient to insure the efficient 

conduct of the war, without too serious disturbance 
of the industries and commerce of the people, upon 
which all the revenues depend, is the problem for 
the finance minister to solve. The “ extra-ordinary ” 
demands come thick and fast, especially at the be- 
ginning of the war, and they must be met, and met 
at once. The amount which may be needed at any 
given time is not ascertainable. But in spite of 
that, sufficient funds must always be on hand. 
Upon this more than upon any other one thing 
depends the fate of war. The war financier can 
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never plead that lie lias no funds, nor can he ask 
for time in which to collect. He must have the 
money when it is wanted and in the amounts re- 
qiiired. No degree of skill on the part of officers 
or bravery on the part of the men, no degree of self- 
sacrifice at the front, can compensate for failure on 
the pai't of the financier to provide the ways and 
means. His powers are, therefore, of the greatest 
and most unusual. 

Sec. 2. Possibly the most natural source to turn 
to in time of war for the increased revenues needed 
is the existing system of taxes. At first 
thought it might seem proper to attempt rates for 
to obtain new income by raising the rates 
of the old taxes. To some extent this is possible. 
In every well-arranged tax system there should be 
some taxes which can be made to yield an increased 
revenue by simply raising the rates. One of the 
chief reasons for the establishment and the retention 
of the Bi'itish property and income tax,” for ex- 
ample, is found in the elasticity of the returns. 
But not all taxes can be treated in this way. Some- 
times an increase in the rate of taxation will disturb 
industry and commerce and do a greater injury to 
the welfai'e of the people than is received from the 
damages of war. Again, an increase in the rates 
of certain taxes will diminish the revenue or even 
destroy it entirely. In not a few taxes the only way 
to increase the revenue is to lower the rates. Tliis 
is the case with most protective duties. Any change 
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in ilie nite of sueli taxes is bound to affect industry 
and commerce, and to affect tlieni unfavuurahly in the 
first instance, whatever tlie subsequent elTeet may 
he. A war brings perplexities enough to business 
without tlie creation of artificial tnies, and the finan- 
cier should not interfere with tliese taxes. It a.dded 
not a little to the perplexities and dangers of the 
Civil War in the United States that the industry ^ind 
commerce of the people were repeatedly disturbed 
during the war b}^ changes in the tariff* as well as by 
the military and naval operations themselves. Tliere 
are, therefore, but a limited number of old taxes 
from which any aid can be sought. In the United 
States, owing to the one-sided system of federal 
taxation, the number of them is very small indeed. 
Idle American financier must look elsewhere for his 
new revenues. 

Sec. 8. Tlie next resource, naturally, is new 
taxes. But the establishment of new taxes, or even 

the restoratiozi of old taxes not in use at 

New taxes. i i 

the time of tiie war, is a matter requiring 
considerable time. Even if it were an easy matter 
to deckle upon the best form of taxation and to get 
the necessary authority from the legislative branch 
of the government, the organisation of the new ad- 
ministrative forces for the collection of the taxes is 
a matter requiring time. No new system of taxa- 
tion reaches its normal revenue-yielding powers 
within many months of its enactment. If the 
, .taxes are entirely new, the time required is longer. 
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But e\"eii if they are more or less familiar to the 
people from use on some previous occasion, a con- 
siderable lapse of time must intervene between the 
beginning of war and the receipt of sufficient new 
revenues to meet any considerable part of its ex- 
penses. Furthermore, the expenses of war are now 
so enormous that any system of taxation which 
raised, or attempted to raise, the entire amount 
needed during the probable duration of the war 
would be so burdensome as to crush the people. It 
is therefore extremely unwise, and practically im- 
possible, to attempt to raise the entire cost of the 
war by immediate taxation. The only other re- 
source is boiTOwing. 

Sec. 4. The use of the public credit in time of 
war is attended by many special difficulties. The 
outcome of war is always more or less 
uncertain. Even if defeat would not en- credit m 
tirely cripple the nation’s resources and of war. 
render the repayment of the loan uncertain, or affect 
the payment of interest, yet there are many con- 
siderations which make the lender hesitate. The 
fact that the duration of the w'ar, the extent to 
which other nations may become involved, and many 
similar considerations affecting the size of the total 
demand upon the public credit are unknown, vastly 
increases the difficulty of placing a loan on favour- 
able terms. But on that very account it is par- 
ticularly necessary for the successful administration 
of the war that everything should be done to 
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Btrengtben and preserve tlie iiatioii s credit* There 
may come a time in the progress of the war when 
the only source from which any funds can be Iiad is 
tlie money market. If, therefore, the financier has 
done anything to weaken the initioii’s credit at the 
beginning of the war, lie is apt to be helpless at the 
tdose. Credit tends to weaken as debt increases. 

It is for this reason that resort is frequently had in 
early war-borrowings to the simplest and most primi- 
PromAon of tive method of debt-making ; namely 
rrvenuus to ^hat wliicli ptovides revenues for the j>ay- 
public inent oi the interest and tlie repayment 

credit. of the principal at tlie very time the debt 

is contracted. The creditor sees in the new funds 
flowing into the treasury the security for Ids ad- 
vances and tlie guarantee of good faith on the part 
of the government. So long as every new loan is 
accompanied by new taxes from which its cost can 
be met, the public credit is practically secure. But 
if, on the other hand, tlie government neglect this 
precaution during the first stages of the war, any 
attempt to resort to it at a later stage is apt to be 
regarded as the desperate device of niisoiind financial 
maiiagemeiit and the presage of coming bankruptcy. 

Public credit is a plant of slow growth and ex- 
tremely tender. It withers in a day before a breath 
of doubt. 

Inasmuch as a successful outcome cannot be hoped 
for in modern warfare without tlie funds obtainable 
solely by public borrowing, and the necessity for 
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loans increases the longer the war coiithmes, it be- 
hooves the modern war financier to guard the iiatioa’s 
credit as his most precious treasure. No sacrifice is 
too great which will strengthen it and preserve it 
intact for the later stages of the war. 

Sec. 6 , Such, stated in condensed form, are the 
general principles which should guide the fisciis in 
time of war. No better illustration of the applica- 
tion of tliese pirinciples can be found in liistoxy than 
is afforded by the operation of the United States 
treasury during the war with Spain; and by follow- 
ing in some details the story of that war, we can 
obtain a clearer view of the principles themselves. 

The situation, as it confronted Secretary Gage 
when the news of the destruction of the Maim 
reached Washington, may be summarised The sUuor 
somewhat as follows. The treasury had 

United 

a balance on hand of about $225,000,000. states 
But, as we shall see below, only about treasury 

at the out- 

$25,000,000 of this was really available ircako/the 
for immediate use in the prosecution of 
the war. The ordinary expenditures of the govern- 
ment, outside of those for the postal system, which 
was nearly self-supporting, amounted in round num- 
bers to $350,000,000 per annum. For the first time 
in many months these expenses were being nearly 
met by the revenues. Indeed, it was estimated that 
at the ordinary rate of expenditures there might be 
a slight surplus at the end of the year. The tariff 
was expected to yield about $200,000,000, the inter- 
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nal revenue taxes about #165,000,000, and there were 
about 125,000,000 to be expected from niiscellaneous 
sources. 

Sec. 6. The larger part of the income, however, 
came from taxes which could not well be tampered 
with. The tariff had been so long a subject of con- 
The tariff troversy that there was little desire to 
could not alter its recent settlement. For reasons 
hcchaiigcd, j^adc dear, there were many 

parts of the tariff which could not well be changed. 
Except in a very few instances, the income to be 
obtained from it would not be increased by raising 
the rates. In the great majority of instances, to 
raise the rates vrould have been to lessen the re- 
ceipts, while to lower those rat|s for the purpose 
of increasing the Income by allowing larger importa- 
tions would have been to remove the protection 
afforded by them. This was contrary to the avowed 
policy of the administration. It would, moreover, 
have served to disturb industry and to perplex its 
leaders at a time already sufficiently disquieting, 
and might have proved but an aggravation of the 
disturbance caused by the w'ar. The great body 
of the customs rates, of which there are thousands 
on the tariff schedules, are not productive of much 
revenue and are not intended to be. They are thei'e 
to restrict importations. • These certainly could not 
well be -changed. Of the bare dozen or so of 
articles of importation which do yield a revenue, 
sugar, one of the most important, was likely to 



CHAP. Ill FINANCIAL ADMINISTRATION OF WAR 

be interfered with by the war. At the existing 
rates, sugar imported should yield a revenue of 
about 180,000,000 a year, but at least half of the 
importation was jeopardised by the war itself, and 
it would have been highly impolitic to have changed 
the rate of this time. Iron, which was once a source 
of considerable revenue, was, in consequence of the 
changes which have taken place in that industry 
and of the protective features of the customs law, 
not available to provide new revenues, as the ini- 
portations are at best small. Cotton goods, the tax 
U]3on which yields considerable revenue, were pro- 
tected ; so were manufactures of hemp, flax, and 
jute, of leather and of wool. Drugs, medicines, 
and chemicals wei^ already taxed up to the limit 
of productiveness, from a revenue point of view. In 
short, there were but four important articles im- 
ported which might be used to yield additional 
revenue. These were hides and skins, raw silk, 
tea, and coffee. To tax hides and skins or raw silk 
would, probably, under the prevailing theory of 
compensatory ” duties, have involved an increase 
in the rates on the products manufactured from 
them, to maintain the same degree of protection 
that those products now enjoy. That would have 
reopened the whole tariff controversy, and have ren- 
dered the outcome of the war revenue measure 
extremely doubtful. Clearly it were wisest, con- 
sidering how recently the tariff issue had been tem- 
porarily settled, to leave them alone. As a matter 
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of fact, then, there are only two articles in the wliole 
list of importations which might be considered by 
the Secretaiy of the Treasury in his search for new 
income. These were tea and ci^ffee, whieli might, 
perhaps, have been made to yield together nearly 
.^80,000,000 additional revenue. That was approxi- 
nuitely all tiiat could be expected from the tariff. 

In the war revenue bill, as presented to the IloUse 
of Representatives by the committee on ways and 
The tax meaiis, of which Mr. Dingley was chair- 

ontea. man, there was no vSUggestioii of using 

the tariff* in any way for obtaining additional reve- 
nue. It was not until the very end of the long 
discussion of the measure in the Senate that it was 
proposed to put a duty of ten cents a pound on tea. 
That measure passed the Senate and was accepted 
by the conference between the two Houses and by 
the House of Representatives without any public 
discussion as to its merits. The reason for this 
duty, as for tlxe omission of coffee from the list, is 
therefore not clear. The tax on tea was an important 
matter. The yield would have been over $10,000,000 
per annum. A similar tax on coffee, wliicli would 
have been at the rate of 8.5 cents per pound, would 
have yielded about #70,000,000 more. It is, therefore, 
somewliat surprising that it should have attracted so 
little attention from the members of Congress. 

Sec. 7. Since the revenue from the tariff was not 
to be increased, the only resource available was in- 
ternal taxes. That these internal taxes should have 
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taken tlie same general form as tlie taxes used dur- 
ing the Givii War, and consequently more The main 
or less familiar to people and officers, was 
but iiaturaL Under the stress of war taxation. 
it is unwise to attempt to organise entirely new 
taxes, such, for example, as an income tax. Though 
an income tax had been used during the Civil War, 
tlrat form of taxation was under the shadow of an 
adverse decision from the Supreme Court. Even if 
an income tax law which would have been constitu- 
tional, according to the recent decision of the court, 
could have been drawn, it is doubtful wdiether it 
could have been made productive within any rea- 
sonable period of time. Recourse might have been 
had to direct taxes, apportioned among An incorm 
the states according to population. These 
taxes could then have been raised in any not avail- 
manner which the state authorities chose. 

But there are two fatal objections to this plan. 
The apportionment of taxes according to popula- 
tion is fundamentally unjust and unequal. What 
it amounts to practically is a graduated poll-tax. 
The different commonwealths vary so in wealth per 
capita that any per capita tax, however raised, would 
be unfair. Although the census estimate of wealth 
in 1890 was anything but satisfactory, yet the method 
used in that estimate was uniform throughout tlie 
country ; and such differences as that between South 
Carolina, with about 1350 per capita^ and Nevada, 
with $4000 per capita^ show how utterly inadequate 
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the constitutional method of raising direct taxes has 
become. Then, again, the method of taxation by 
which most of the states raise their revenues, and 
which they would probably follow in raising tlieir 
share of any apportioned taxes, is the worst in use 
in any civilised country, and the injustice of the 
apportionment would have been enormously in- 
creased by the injustice in collection. The second 
objection to this method of raising direct taxes 
prescribed by the Constitution is that it takes an 
inordinate length of time, and \yar taxes should 
begin to yield a revenue as early as possible. 

The only available jdaii was, therefore, to seek 
additional revenue from the existing, indirect, inter- 
Description taxes, the excises or, as they are called 

of the new ill the United States, the “internal reve- 
nue taxes, and to supplement these still 
further by new taxes of the same sort. Briefly sum- 
marised, the revenue bill nearly doubled the existing 
rate of taxation upon beer and other similar fer- 
mented liquors ; it imposed special taxes on bankers, 
brokers, pawnbrokers, theatres, circuses and other 
shows, bowling-alleys and billiard rooms ; it raised 
the rates on tobacco of all kinds ; and it placed stamp 
taxes on stocks and bonds, commercial papei^s, legal 
documents, checks and drafts, proprietary medicines, 
toilet articles, bills of lading, insurance policies, and 
a number of other things. Special direct taxes were 
imposed on the oil trust and the sugar trust, and on 
legacies and distributive shares of personal property. 
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Sec. 8. As the war revenue bill passed the House, 
its probable yield was variously estimated at from 
190,000,000 to #106,000,000 per annum, YieUof 
the former being the better estimate. As 
amended in the Senate and finally adopted, it prom- 
ised to yield at least #150,000,000 per annum. The 
actual yield in addition to the regular revenue dur- 
ing the first month was about #18,000,000.^ But 
the expenses of war during the first few months, if 
not for a long time after that, would be, it was 
estimated, at least double that sum and possibly 
more. Therefore, unless the treasury had a con- 
siderable balance on hand, there would have been 
no possibility of conducting the war at all without 
immediate loans. The balance in the treasury at 
the outbreak of the war was #225,000,000. Upon 
this were a number of claims, some of The funds 
which, however, were not immediate, available, 
#100,000,000, known as the gold reserve, had to be 
held for the preservation of the parity of all parts of 
the circulation and the avoidance of general financial 
ruin. Then there were #13,000,000 of fractional 
silver and minor coins, a large part of which was 

1 It is not possible, and probably never will be possible, to state 
exactly how much the new taxes increased the revenues. In the 
first place the reports do not segregate the income obtained from 
the new taxes from that obtained from the old; and in the 
second place the changes in the rates and the existence of new 
taxes have changed the yield of the older parts of the system 
by an amount which cannot even be estimated. The total 
increase in the revenues for the fiscal year 1899 over 1898 was 
about 1115,000,000. 


I 
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worn and unavailable, ' while tlie rest was needed 
for oiUTCiicy purposes throughout the country. 
$^14,000,000 had been received from tlie sale of 
the Pacilic railroads ; but altliougli this sum was 
temporarily available, it would, if it were spent, 

. be necessary, to, raise, an equivalent amount before 
January,. .1 .to ■■ meet ; .the Pacific Railroad bonds 
wliich' came "due at^ .that ' time.', . 133,000,000 ;were 
held in trust for the redeiiiptioii of the notes of 
national banks which had failed or which were 
redeeming their circulation* A part of this was 
temporarily available, but it would be necessary to 
replenish that fund at an early date if much were 
drawn from it. There were, then, out of the 
$225,000,000, $160,000,000, of which a small part 
only was available, and that but for a short time. 
Anything drawn upon that would have to be re- 
placed by January 1 at latest. Of tlie $05,000,000 
remaining, $40,000,000 were necessary as the cash 
on hand for the ordinary operations of the govern- 
ment. That amount corresponds to the cash on 
hand which a merchant keeps in the till to make 
change or to meet small bills. This left but 
$26,000,000 for the initial expenses of the war, 
which in the state of unpreparedness would natu- 
rally be above the average. Tliis $25,000,000 was all 
the unincumbered money in the treasury to meet the 
appropriation of $50,000,000 made by Congress be- 
fore war was declared. It was clear that the Sec- 
retary of the Treasury could not provide the sinews 
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of war witliout the poweiv to boiTow, botli^ 
short time, to anticipate the revenues expected from 
the new taxes, and for a long time, to enable liim to 
support any naval and military operations wliieli 
might become necessary, however extensive. 

Sec. 9. After much discussion and more or less 
unnecessary and dangerous delay, especially in the 
Senate, Congress authorised the borrow- 
ing, at the discretion of the administra- to borrow 
tioii, of not more than 1100,000,000 at 
one time on treasury certificates and of an amount 
not to exceed $400,000,000, on 10-20 bonds at 3 per 
cent. Nominally, therefore, the Secretary of the 
Treasury had in his hands for the necessities of war 
during the first six months of its duration : 


Surplus on hand 
War revenues . 
Temporary loans 
Bonds 

Total 


. $ 25 , 000,000 
. 75 , 000,000 

. 100,000,000 

. 400 , 000,000 

. 1600 , 000,000 


Practically, he was limited by the fact that all of 
this money had not been appropriated, and it would 
have been folly to raise more than he had authority 
to spend. Including the $50,000,000 appropriated 
before the war broke out, the total war appropriations 
made by Congress before it adjourned amounted in 
all to $361,788,095.11. This sum covered the most 
generous estimates of tlie probable cost of the war. 
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But the secretary did not deem it necessary to raise 
Determina- at once a sum equal to the total appro- 

twn nfthc priations. It was estimated that the ex- 

borrowed. peiises for the first six months would not 

exceed 1175,000,000, or about one-half of the appro- 
priations. The new taxes would probably yield 
about 175,000,000 toward these necessities, and a 
loan of $100,000,000 would possibly have sufirced 
to meet all the demands. But the treasury raised 
$200,000,000 by the sale of 8 per cent 10-20 
bonds, obtaining a total of $275,000,000, or nearly 
$100,000,000 in excess of the probable actual expendi- 
ture. The accumulation of this surplus was not in any 
sense an extravagant or useless piece of financiering. 
As has already been explained, the treasury must 
be prepared to meet any demand that may arise, 
instantly and amply. That is the imperative ne- 
cessity. As the early close of the war could not 
have been foreseen, the fiscal preparations were 
necessarily liberal. Indeed, the amplitude of the 
funds available was one of the most potent causes 
of the success of the war. The excess raised was 
not larger than was necessary to insure the instant 
readiness of the treasury to meet all possible de- 
mands. Had the war continued and the demands 
equalled the appropriations, the treasury would 
again have been obliged to use its power of borrow- 
ing which the fortunate termination of the war 
rendered unnecessary. 

i ^ ,r Smi. 10.. It now. remains to see how the credit of' 
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the nation was protected and how it stood the strain* 
At the end of April, 1898, the interest-bearing debt 
of the United States amounted in round numbers to 
1847,000,000. 1100,000,000 of this bore 
interest nominally at 5 per cent, the power to 
balance at 4 per cent. The 4 per cent 
bonds, payable in 1925, were quoted when of the public 
the plans were being made for placing the 
new loan at 11 7 At that rate they would yield 
the investor 3-|- per cent interest. There was, there- 
fore, some surprise when it was proposed to place 
the new loan at 3 per cent. It was urged that 
nobody would buy the new bond at 3 per cent 
when he could buy one of the old ones and get 
3^ per cent. Yet the outcome showed the wis- 
dom of the move. The bonds were subscribed to 
seven times over, and in a short time rose to a pre- 
mium of 103 and 105. In fact, the entire loan was 
easily placed on far better terms than any nation 
has ever before been able to obtain in time of war. 
This remarkable result was attained partly by reason 
of the fact that the loan was offered for popular 
subscriptions and the bonds were for small amounts, 
thus creating and reaching a new market among 
investors of small means. In part, too, it was due 
to the fact that the new bonds at par really formed 
a better basis for the national bank-note circulation 
than the old bonds at 117|, and very much better 
than the old bonds at 123|, the price which was 
reached before the new issue was completed. An 


462 INTRODUCTION TO PUBLIC FINANCE part iv 


investment by n national bank of $100,000 in tlie old 
bonds at 117| would yield a profit of $730.70 on the 
circulation, if interest is at 6 per cent; while an 
investment of the same amount in the new bonds 
at par would yield a profit on the circulaiioji of 
#1302.02. The difference in favour of . the new 
bonds was' #565.32, ; or over half . of 1. per cent. 
The advantage was still greater when the old 4's 
reached 127|, as they did before the close of the 
war. None of these influences, however, would have 
had ail)" weight had it not been that new revenues 
sufBcient to meet all debt charges and part of the 
war expenses had been provided. 

Sec. 11. Much interest centres around the suc- 
cessful attempt to make this a popular loan, and 
A. ^^popu- ■ this' was one of .tlie , features which 
lar^iocm. Contributed to streiigtlien the credit of 
the country at this time, we may examine it some- 
what in detail. Congress, after much discussion, 
finally provided that these 3 per cent bonds, ^‘re- 
deemable in coin at the pleasure of the United 
States after ten years from tlie date of their issue, 
and payable twenty years from that date,” should 
“be first offered at par as a popular loan under 
such regulations, prescribed by the Secretary of the 
Treasury, as will give opportunity to the citizens of 
the United States to participate in the subscriptions 
to such loan, and in allotting such bonds the several 
subscriptions of individuals shall be first accepted, 
aud the subscriptions for the lowest amounts shall 
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be first allotted.” Before the bill was fliially passed, 
offers had been made by various banking houses 
to take the whole issue at a slight premium. Both 
Congress and the administration, however, favoured 
the experiment of interesting a large number of 
small property-owners in the loan, even at a loss 
to the government. It was thought that such a 
mejisure would strengthen the national credit by 
giving expression to the faith of our own people 
in the integrity of the government. Other com 
siderations of a political character also entered in, 
but with them we are not concerned. As a financial 
measure for the strengthening and support of the 
public credit it proved a phenomenal success. 

The bonds were issued in denominations as low 
as $20. Subscriptions were i*eceived through the 
post-office, and every bo7ia fide subscription under 
$500 was immediately accepted. More than half 
of the entire issue was taken by 230,000 of these 
small subscriptions, and no subscription of more 
than $4500 was accepted. In all 320,000 persons 
offered or made subscriptions, and the total amount 
tendered the government was $1,400,000,000. This, 
rush for the new bonds was not merely 
a matter of patriotism or sentiment, for the new 
During the progress of the subscriptions 
the price of the bonds advanced first to 102 and 
finally to 105|. They now stand at about 110. 
The lucky individuals whose subscriptions were 
accepted made from 3 per cent to 5 per cent in a 
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few days. The popnlarity of these bonds was 
greatly enhanced by the standing offers obtained 
by Secretary Gage from two syndicates to take the 
entire loan or any part of it that was not covered by 
the popular subscriptions. 

This method of floating the loan will cost the 
government a considerable sum of money. In the 
first place a possible premium is lost. How much 
The cost of premium would have been cannot 

the popular be estimated because the bonds were sold 
loan. ^ broader market than would have 

otherwise existed. But it would have been at least 
2 per cent, for even at a higher rate the bonds 
offer a favourable basis for national bank-note 
circulation. That is, at least $4,000,000 was lost 
at the beginning. Tlien the cost of handling the 
loan, paying the interest, etc., is increased consid- 
erably by the small size of the bonds and the large 
number of holders. It is just as much trouble to 
pay the 15-cent coupon of a $20 bond as it is to pay 
the $75 coupon of a $10,000 bond. Yet in spite of 
all this, the placing of the $200,000,000 loan of 1898 
was one of the most successful pieces of financiering 
ever accomplished by the government. It demon- 
strated the perfect solvency of the government; it 
gave the country a financial prestige which went a 
; ; long way toward hastening the end of the war ; 

, j ; ; j and it so strengthened credit of the government 
jl'- f|} j;that, had the war unfortunately continued, it would 
•'Ilf I \ \ :haye. been able to obtain funds to almost any amount 


CHAP. Ill FINANCIAL ADMINISTRATION OF WAR 465 

on the most favourable terms imaginable. With a 
3 per cent bond selling at 105 during the actual con- 
tinuance of military operations, a nation may safely 

regard its credit as unimpaired. 

The final test of the success of the financial 
administration of a war is the preservation of the 

vpublic credit* ... 
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B^xpenditurc, 6, 7 ; administrative, 
39 ; administration of justice, 74 ; 
canals, 56 ; classes of, 30 ; classi- 
fication of, 28; ibid., by United 
States (‘eiivsu.s bureau, 33 ; com- 
monvr(*aith legislatures, 47 ; 
CongH'Hs of the Ihiittxl States, 
45; common l>enefit, 39; cur- 
rency; (K); early, 23; educa- 
tion, 56; 18th century, 23; 
evolution of, 32; In excess of 
income, 21 ; exchanges, mar- 
kets, etc., f>0 ; hospitals, 67 ; 
items of, 31; judiciary, 48; 
legislatures, 44 ; life-saving 
stations, 56; lighthouses, 56; 
limits of, 22; local councils, 
47; museums, libraries, etc., 
59; net, 39; part of public 
finance, 10 ; poor relief, 62 ff. ; 
primary schools, 59 ; pri- 
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vate industry and commerce, 1 
60 ; ' ‘ protection,” 73 ; public ' 
buildings, 48, 49; roads, 55; | 
rivers, 56; signal stations, 56; | 
sewers, 56; technical educa- ; 
ti<3n, 58 ; United States census 
classification of, 37 ff. ; luii- 
versity education, 58 ; water- 
ways, 56; weather bureau, 56; 
weights and measures, 60. 

Export duties, 219 ff. 

Extension of State functions, 19. 

“ Extra-ordinary ” expenses, 445. 

Evolution of rates into taxes, 
119; of taxes, 117. 

Faculty theory, 103 ff., 144 ff., 
148, 293; in Vermont, 147. 

Fairs, 60. 

Family tax, 111. See Hearth tax. 

Farmers overtaxed, 431. 

Farming taxes, 390. 

Federal governments, taxes of, 
177. 

Fees, 344; administrative, 115, 
351; church, 352; classifica- 
tion of, 114; commercial, 115; 
defined, 88 ; educational, 351 ; 
emerge into taxes, 349; judi- 
cial, 115, 349; legal, 349; and 
public functions, 348; for 
State industries, 353. 

Feudal dues, 154, 155. 

Feudalism, expenditures under, 
26; revenues under, 80; taxes 
under, 153. 

Fifteenths and tenths, 164, 166. 

Fillebrown, 136, 137. 

Fines, 93, 97. 

l“'ireanns, 206. 

h^'iscal year, 422. 

Fiske, 129, 252 n. 

Five- twenties, 393. 

Floating debt, 385. 

Folwell, 223 ii. 

Forced loans, 386. 

Forests, 116, 361. 

Forfeits, 97. 

France, abolition of export 


duties, 220; customs duties, 
109, 235 ff.; debt, 368, 370; 
deveio);>raent of tax system, 
188 ff. ; direct taxes, 1 S9 ; excise 
taxes, 207, 210; gabelle, 200; 
indemnity, 381; indirect taxc's 
in, 188; reforriis in, ISO; revo- 
lution in, 168, 1S9; royal 

feudal dues, 158; sub-treasury 
system, 438; tobacco-monop- 
oly, 116, 120, 215; writers on 
public finance, 6; yield of 
excise in, 208 ; yield of salt tax, 
215. 

Franchises, 280 ff. ; defined, 281 ; 
special, 282 ff. 

Freeman exempt, 154. 

Free trade, 73, 223, 239; in land, 
146. See Protection. 

Full cash value, 272. 

Funiage, 163. 

Funded debt defined, 384; in- 
come, 276. 

Funds of account, 442. 

Gabelle, 162, 209. 

Gallatin, 411 ff. 

Gardner, H. B., 44 n. 

Geffckeii, 56. 

General property tax, 246 ff.; 
assessment of, 434 ; assessment 
of personalty, 274; assessment 
in United States, 286 ff. ; de- 
fined, 96; exemptions under, 
208, 269; incidence of, 341 ff.; 
■New England type, 252; objec- 
tions to, 284 ; originally a local 
tax, 249; ibid., a personal tax, 
249; Pacific Coast type, 259; 
preeminence in United States, 
248; Prussia, 186; Soxithern 
type, 257 ; under- valuation, 
272 ff. ; in United States he- 
come.s objective, 250; ibid., 
property subject to, 262 ff.; 
ibid., relation to other taxes, 
247; ibid., types of, 251. 

General revenues, United States 
Census Bureau definition,^ 94. 
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Gik)T^o, II., 134 ff. Ses: Biagle 
tax. 

Gormany, abolition of export 
duti('s, 220; cu.sh reserve, 370; 
customs duties, 234; customs 
union, 233; debt, 368; ex- 
cises, 20S, 210; forests, 361; 
indinad taxes, 177; military 
systomi, 51 iT, ; public lands, 
360 ; writers on public finance, 
6; yieltl of custonls, 220. Bee' 
Prussia and other States of. 
carts, 93, 98. 

Gabdiii, 303. 

Good-will, 2S4. 

Graduated rates, 126. 

Grain duty, Gernuiny, 234. 

Grunts, tiefined, OS. 

Great Britain, cost of adminis- 
tering justice, 75; foreign 

intercourse, 43; ibid., pensions, 
70 ; ibid.^ public buildings, 49 ; 
ineoiue tax, 105, 321 ff. ; old- 
age p<‘nsions, 65; poor relief, 
()4. Bee haigland, 

Greece, dc'bt, 368; expenditures, 
23; taxation, 153. 

Growth t)f interest in public 
finance, 7. 

Guns, tax on, 200. 

Hadley, 118, 

Hair powiler, tax on, 206. 

Hall, H., 229 n. 

Hamilton, A., 410 ff. 

Hamilton, R., 408. 

Harboui-s, 56. 

Hardenberg, reforma of, 181. 

Hearth taxes. 111, 163. 

Health, protection of, 61. 

Higgs, 107 n. 

Hill, J. A., 317. 

Hinsdale, 252 n. 

Hoffman, Sn. 

Holland, general property tax in, 
246. 

Home-market argument, 72. 

Hospitals, 67. 

House of Representatives, 45. 


■.Houkc tax, 196, 206. 

Hungary', debt, 36S. 

Illinois, vaiuatit.m tff ].>roperty in, 
273. 

Imixu’t duties, 219. Bee Customs. 

Impt)st defiiu'd, 128. 

l>}tpat Jotivier^ 189, 190; dcs 

pntentifi, 180; snr Ics cheranx- 
et less vodiires, 190; mr Ics 
paries et fenitres, 189. See 
France. 

Improvements, separately valut^d, 
273. ' 

Incidence, 128, 336 ff. 

Jnewio^ 159 n. 

Ineisvra^ 159 n. 

Income, itemsof, defined as prop- 
erty, 267; tax, 247; tax, 
amendment to United States 
Conslifution. 334 n. ; tax, in 
Americiui comna uiwealths, 335 ; 
tax, defined, 111; tax, Eng- 
land, HIS, 321 ff., 195; tax, 
place in system, 316; tax, in 
Prussia, 183, 317 ; tax, as single 
tax, 134; taxes in United 
States, 331 IT.; tax, Civil War, 
109; tax, tluHjry of, 313; tax, 
in time of war, 455; tax, of 
Uiiifetl States, 1894, 333. 

Increment of lanil x-alues, tax on, 
138. 

Indebtedness, public, 360 ff. 
See Cn‘dits, Debt, 

India, export diitie.s, 220. 

Indiana, general prop(‘rty tax in, 
253 ff. 

Indirect taxes, 107 ff., 110; for 
federal governments, 17S; in 
France, 188. See Direct taxes, 
and Classification. 

Individualism, 6, 19. 

Industrial earnings, 32, 36, 77, 
94,98,347; revolution, 175. 

Industries, misceilaneous, public, 
359, 363. 

Industry, aal of, GO, 70; taxon, 
in Prussia, 184. 
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Inequalities in general property 
tax, 273. 

Infant industries argument, 71. 

Inheritance taxes, 24.7, 302 ff. ; 
California, 306 ; classification, 
110; England, 196; federal, 
in United States, 310; justifi- 
cation of, 303 ; Oklahoma, 
308; purposes of, 309; in 
United States, 305 ff. ; Wis- 
consin, 306. 

Inquisitors, tax, 259. 

• Inmne, 62, 66. 

Insurance, 389; old age, 65. 

Interest on debt, 395, 401 ff. ; 
place of payment, 403 ; receipts 
from, 100; taxes on, 113. 

Internal revenue taxes, 128, 
213 ff. ; in time of war, 455. 

Invested debts, 399. 

Investments, government, 36, 
94, 98. 

Irredeemable paper money, 387. 

Italy, 220; debt, 368; tobacco- 
monopoly, 217. 

Japan, debt, 368. 

Johnson, 404 n. 

Judgment of general property 
tax, 293. 

Judicial fees, 115, 349. 

Justice, 31, 48, 74. 

Justification of taxes, 83, 87, 103. 

Kandtorowicz, 227, 227 n. 

Kerbr, 159 n. 

Keynes, 8 n. 

Kidd, 19 n. 

Kinley, 439 n. 

Kinsman, 313, 335. 

Knies, 372. 

Labour, receipts from, 101. 

Laif!t8e^-faire, 6 . 

Land, free trade in, 146; tax, 
295; tax in England, 167; tax, 
incidence, 344 ; tax, justifi- 
cation, 297: tax, Prussia, 181; 
vtdues, tax in investment, 138; 


' zM., single tax on, 135 ff. Bee: 
Real estate, Single tax. 

Lands, public, 359. Sec Do- 
main. 

Leave-them-as-you-find-tlie,m /' 
theory, 149. 

Legacy and succession duties, 
302 ff. See Inheritance taxes, 
Death duties. 

Legal fees, 349. 

Legal persons, 292; theory of 
taxation in United States, 143. 

Legislative control, 417. 

Legislature, expenditures for, 31, 
44. 

Legoyt, 178 n. 

Lerov-Beaulieu, 7 n,, 189 n., 

386 n. 

Levasseur, 236 n. 

Levy, 231 n. 

Levy, defined, 129; a Legislative 
act, 130. 

Lexis, 227 n. 

Libraries, 59. 

Licenses, 96; in England, 211 n., 
212 n. 

Life annuities, 394; saving sta- 
tions, 56. 

Lighthouses, 56. 

Limit of State activities, 20. 

Liquors, tax on, 206. See Excise, 
Licenses. 

List, F., 71. 

Loans, 386; popular, 462. See 
Debt. 

Local councils, 47; taxes in 
England, 169 ; taxes in Prussia, 

■ 187" " ■ ; 

Lottery loans, 395. 

Luxuries, excise on, 207, 209. 

Magna Cliarta, 103 n., 105. 

Maine, 80. 

Mainmorte, taxes des Mens de la, 
190. 

Malchus, 12 n. 

Malthus, 63. 

Manufactures, State, 77, 101. 
See Industries. 
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Miirquardt, 25 n. 

Marriiigr lic(‘iisos, 350. 

Marshall. US. 

Maryliiiai, 270 n. 

.\rai*'C)n.s, 2f)S. 

Massiifhusetls, (General Court on 
faculty, 17! ; mortgage tax in, 
27(). 

Mat<*lies, monopoly in France, 

217. 

Maximum - minimum t a riff 
l''raii(*e, 237 ; in general, 244, 
245. . . 

.McCulloch, 231 u. 

Me Kinlev tariff, 242. 

McLeod,' 373 IT. 

Measure of taxation, 85, 103. 
MeiisiU'vaiits, tax on, 206. 

Met 1 sod, S, 9, 

Mexico, 139. 

Micliigan, 255, 261. 

Military, 50 tT., 53, 163. 

Mill, J. S , 222 n. 

Mines, 116,302. 

Mijiimum of suhsistenee, 142, 143. 
Ministry in ICngland, 46, 
Minnesota, 26)1. 

Miquel, LS5. 

Mi.ssouri, 200. 

Moffett, i4. E., 45. 

Money, taxation of, 277 ; econ- 
omy, 170. iSVr Currency. 
Monopolies, control of, Gl ; prices, 
09; of State, 89. 

Montana, 206. 

More, Sir 'rUoinas, 167. 

Morier, 181 n. 

Morrill tariff, 240. 

Mortgages, taxation of, 199, 200, 
275 ff., 300. 

Municipal activities, 21. 

Museums, 59. 

National banks, 263 ff. ; debts, 
366 ff., 368 ; Municipal League, 

' Navigation* 66. 

: Navy, 52. 


Kebenius, 372. , 

Nece.Hsaries, 209. ■ ■ 

'Neeker, 215. , 

Negotiating loaiLS, 401 ff. 

Net fjerlaiHis, debt, 308. 

Nevada, 274. 

New Englaiul, property’ tax in, 
171, 252. V . 

New ,Jer.^ey, 270 n. 

New York, 274 ; excises in, 173 ; 

special framdii.ses, 267. 
Nicholson, 12 n., 107 n. 
Non-intercourse act, 239. ^ 

Norway, debt, 368. 

Objective taxes, 112. 

Oc/m/.s\ 102, 188, 192, 218. 

Odtl Fellows, 268. 

Oliio, 261 . 

Oklahoma, inheritance tax, 308. 
Ord<‘rs in Couneil, 239. 

Orieiir., defence against, 51. 

Paper money, 387, 

Pari ell, IIU. 

Parliament, cost of, 45, 46; ap- 
propriations for education, 59. 
Patent rights, 32. 

Patenti s, 189 n. ; hnpotdcs, 192 ff. 
Patriotic loans, 38(> n. 

Pauiier labour argument, 72. 
Payne bill, 244. 

Plaice, 54. 

Peasant revolt in Kugland, 166. 
PeiuiUie.s, 93, 97. 

Pennsylvania, 270 n, ; inherit- 
ance tax, 3fir). 

Pensions, 31, 68 ff,, 69; old age, 
65. 

Perjury, 275. 

Permits, 96. 

Perpetual bonds, 392, See 
Debts, 

Personal property taxes, 110, 
111, 266, 292, 343, See Gen- 
eral property tax. 

Persiinnelle et mobili^re, 189, 191. 
Pet banks, United States, 439. 
Petitumes, 81. 
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Pharmacists, 190. 

Philippines, export duties, 220. 

Piiysiocrats, 6, 107, 134, 140. 

Picture galleries, 59. 

Pitt, 168, 407, 423. 

Plate glass, 206. 

Playing cards, 207. 

Police, 55. 

Political equality, 177. 

Political science, related to public 
finance, 3. 

Poll tax, 96, 247, 312 ff.; in- 
• t?idence, 345; Virginia, 173, 
See Capitation. 

Poor, 15, 31 ; law, England, 169 ; 
rates, 86 ; relief, 62, 64. 

Popular loan, 462, 464 ; sub- 
scription, 401. 

Fortes et fenitres, 192. 

Portugal, debt, 368. 

Possession, taxes on, 113. 

Post, L, F., 135. 

Post office, 32, 357, 358; fees, 
357 ; orders, 389, 

Powers, L. G., 33. 

Price, B., 407. 

Prices, 88, 99. 

Primary schools, 59, 

Printing, public, 46. 

Private enterprise, control, 60. 

Privileges, 97, 100. 

Probyn, 181. 

Productive agents, tax on, 176. 

Productive loans, 398. 

Produit net, 107. 

Profits, taxes on, 113. 

Progressive rates, defined, 123 ; 
theory of, 149, 151. 

Property and income tax, Eng- 
land, 195, 321 ; taxes, 95, 96, 
110, 111, 198, 295 ff. 

Proportional rates, defined, 122. 

PropriSte bdtie, 190. 

Protection, 70 ff., 73, 220 ff. See 
Customs, Free trade. 

Prussia, general property tax, 
246; income tax, 127, 317, 
318, 320; property tax, 186; 
public lands, 361 ; reform of 


local taxation, 187 ; tax reform, 
180, ISl, 184 ff. 

Public accounts, 439, 441 ; audit, 
429 ; borrowing, 3S0 ; build- 
ings, 31, 48, 49, 60 ; credit, 
378, 379, 381 ; debts, forms of, 
383; finance, relations of, 5; 
industries, 359; lands, 359; 
service enterprises, 116. 

Publican, Roman, 431. 

Pure food, 61. 

Qriarantine, 67. 

Quit rents, 171. 

Railways, taxes on, 257 ; State 
ownership, 364. 

Rates, meaning government mo- 
nopoly charges, 88, 89 n., 101, 
116, 122, 131; tax, 120 ff.; 
the, in England, 131. 

Rau, 108, 372. 

Real estate, taxes, 202, 266. See 
General property tax, Land 
tax. 

Real taxes, 111. 

Recording fees, 350. 

Redeemable notes, 391. 

Redevances des mines, 189. 

Reform of taxation in United 
States, 200. 

Register, United States, 428. 

Registry tax on mortgages, 276- 

Regressive taxation, 127. 

Relief, from income tax, England, 
324. 

Religious expenditures, 23, 31. 

Renick and Thompson, 424 n. 

Rented farms, 271. 

Rents, 100; taxes on, 113. 

Repressive effect of taxation, 
139. 

Reproductive revenues, 91. 

Repudiation of debt, 381 . 

Revenues, 79 ff. ; taxes on, 114. 

Reversion, 93. 

Revolutionary debt, LTnitod 
States, 411. French Revo- 
lution. 
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Kbodo Island, 2r?2 ff. 

Kirardo, 142. 

Kipb'v, 17i n., 172. 

Ri\’ers and harbours, SO. 

Hi>ads, 21, 7)5, 

Rfjnus 22, 25, 153. 

Uosfhar, b, 3SG n. 

Roscwatf'r, 353, 355. 

Russ, 339 u., 406 ft. 

Uouniajiia, dnbl, 308. 

Ru\v<*, 1.. S., 35. 

Russia, 51; d('bt, 36S, 404; ex- 
port duties, 220; public lamls, 
361 ; yi(‘Id of excise.s, 20S. 

Sa(Tific(‘ theory, 149. 

8aladiii tithe, 1.64. 

Halable vaiuos rs. annual ^■aIues, 
145. 

Sales, receipts from, 100. 

Salt conscription, 162; tax, 215, 
i^cr Gabel h*. 

Sclionberg, 108 n., 156, 15S. 
Sc’hools, exempt, 268. See Edu- 
cation. 

Schwab, 17! m, 173 n. 

Seeley, 181 n. 

Se4p;tuorage, 353. 

Seligman, 8, 11 n„ 86, 87 m, 102, 
105 n., 100 n., 112, 115, 118, 
141, 151. 171, 185 n., 207, 238, 
293 ff., 302 n., 335 m, 340 n., 
341, 354, 443 n. 

SelUng value V8. rental, 271. 
Senior, HS. 

Servia, debt of, 368, 

Sevres, 368, . ■ ■■■ 

Sewers, 32, 56, 76. 

Shaving warrants, 397. 

Shaw', A., 58 n, 

Sherwood, 373 n. 

Shifting, 12S, 336 ff,; 338. See 
Incidence. 

Ship-geld, 162. 

Sidgwick, 118. 

Signal stations, 56. 

Silks, 210. 

Single taxes, 134 ff. ; Henry 
George, 134 ff. 


Sinking funds, 406 ff. ; American 
4I.)9 ii, 413; English, 407 ff. 
Situs, 202 IT. 

SJaughtcr-bonses, 00. 

Simtii, Adam, G, 113, 14 1. 338, 384. 
Smith, K. M., 238. 

Smviggling, 228. 

Sociali.sm, 19, i;i4, 15tl. 

Spain, del)t, 36S; war with United 
States. 451 ff. 

Special asses!=?nufnts, 87, 88, 98, 
115, 353 ff., 355. See Bet- 
terments. * 

SfM'cial benefit, 14, 16. 

Spt'cial service income, 94. 
S]x*cific taxes, 121, 227. 
Spotti.swood Letters, 171 ii. 
Springer r.s. United States, 109 n., 
333. 

Stanimlmnmier, 8 n. 

Stamps for fees, 350. 

Standing arniv, 54. 

State, nature of, IS, 

Statements, swmrn, 274. 
St<*adim‘.ss of revenues, 21. 

Stein, L., vtm, 415. 

St(»in, reforms of, in Prussia, 181. 
Sieiicr, 81. 

Stocks, ]>ublic, 300, 

Stop]>age at source, 301. 

Storage* of I'niblic funds, 438. 
Stoimn, 415. 

Streets, 32, 76. 

Subjective* taxes, 112. 
Sub-treasury, 438. 

Subventions, 98. 

Succession • tax, 302, Bee In- 
heritance tax. 

Sugar tax, 210. 

Sumner, 118, 237 n. 

Sumptuary, 206. 

Sweden, debt, 368. 

Switzerland, debt, 368; export 
duties, 220; indirect taxes in, 
177. 

System of taxation, 133. 

Taille, 159, 360. 

Tallage, 159 n., 164 ; of groats, 166. 
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Tariff, 221, 237 ff., 452. Bee 
Customs, Protection, Pree 
trade. 

Taussig, 237 n. 

Tax, defined, 87, 05; list, 130; 
system, 133; new, 448. Bee 
more sj^eeifie terms. 

Tea, war tax on, 454. 

Ten-forties, 393. 

Terminable annuities, 394, 

Texas, 259. 

Thirteenths, 164. 

Tiyie element in credit, 375, 

Tithe, 164 n. 

Tobacco-monopoly, 116, 120, 215, 
217; tax, 162, 206. 

'*To be,^' franchise, 282. 

‘*To do,’^ franchise, 282. 

Toll, defined, 101, 128; transit, 
218. 

Tontine annuities, 394. 

Trar>sfer of public monies, 437, 
438. 

Transit duties, 218. 

Treasury debts, 396; notes, 397. 

Turkov, debt, 368; export duties, 
220 .*^ 

Unearned increment, 135 flf. 

Undervaluation, 272. 

, Unfunded debt, 384. 

United Kingdom, debt, 368. 
Bee Great Britain, England. 

United States, apportioned taxes, 
123; boards of equalisation, 
435 ff, ; Census Bureau, 90, 94, 
252 n., 444 ii. ; cost of adminis- 
tering justice, 75 ; collect- 

ing revenues, 44; ihid., de- 
fence, 51 ; ihid., foreign inter- 
course, 43; ibid., public build- 
ings, 49; comptroller and 
auilitors, 424 ff. : control and 
audit, 424; corporation taxes, 
199; customs, 237 flf.; debt, 
368, 369, 393; excises, 212 ff. ; 
expenditure for education, 57; 
ibid., roads, 55; farmers over- 
taxed, 343 ; federal licenses, 


' 213; general property tax in, 

246 ff, ; income tax, 109, 331 ff., 

' 334 n. ; indirect taxes, ,177 ; in- 
heritance tax, 305 ; internal im- 
provements, 56 ; internal re ve- 
nue, 128, 213 ff. ; legal theory 
of taxation, 143 ; military s.ys- 
tem, 51 ff. ; pensions, 68 ff. ; 
poll tax, 312; power to tax in, 
130; property taxes in, 198; 
public accounts, 441 ; public 
charities, 64 ; sinking funds, 
409 ff. ; sub-treasury system, 
438 ; tax reforms in, 180; tax 
system of, 197 ; taxation of 
mortgages in, 199 ; yield of 
customs, 220. 

University education, 58 ff. ; fees, 
351 ff. 

Vagrancy, 64. 

Value, criterions, 270, 271 ; de- 
fined, 272 ; salable tm. annual 
145. 

Verhrauch, 113, 

Verein fiir Socdalpolitikf 238. 

Vcrijicafion, 189. 

Vermont, lands in, 146; taxation 
of faculty, 147; general prop- 
erty tax, 263; grand list, 
121 . 

Vignes, 159 n, 

Vingtihyies, 159, 160. 

Virginia, 172; income tax in, 
335. 

Voluntary contributions, 81, 86, 
90, 

Votes in Parliament, 419. 

Wages taxes, 113, 345. 

Wagner, A., 35, 108, 108 n., 
109 n., 113, 156, 317, 384. 

Walker, 172 n. 

War-chest, 370; crost of, 50 ff., 
54; of 1812, 238, 393, 411; 
financial administration of, 
445; Spanish, 451 ff. ; tariffs, 
240; taxes in United States, 
1898, 451 :ff. 
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Warraiifs, 397. 

Washiiij 2 ;ton, State, 277. 

Wat flies, tax on, 206. 

Water supply, 32, 76, 117. 
Waterways, 56. 

Ways and Mimas Committee of 
Congress, 420. 

Wealtii, Debt, and I’axation, 
Cnited Bfatos Census Bureau, 
34,252,455... ■ 

M'oaltli, estimate of, in United 
States, ,2tM.) ff. . ■ 

Weatiier bureaus, 56. 


M’eiglits and ’measures, 60. 

West, 302 n. 

^\'iliiams, lOfb 322. 327, 329. 
Wilson, A. J., 54, 231 m, 322, 419. 
Mllson bill, 242, 

Wilson, W., 3 jj., 424 n., 428. 
Wiscotihin, 201. 306. 

Wood, 147, I7i n. 

Woods, fon‘st, and land revenue, 
360. 

Wyoming, 312. 

ZoUverein, 233.' 
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